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Corporate Profile 


The Taylor NGL Limited Partnership (the Contents 
Partnership or Taylor) trades on the Toronto Letter to Unitholders ...0.<.cyscsseamenerrene 6 
Stock Exchange under the symbol TAY.UN. Operations REVIEW... ..iccensn.s:ssuaserareemetnenene 9 
Taylor provides investors with a unique Management's Discussion & Analysis...... alee 
opportunity to participate in the energy busi- Consolidated Financial Statements ........ 36 
ness through the following interests: Notes to Consolidated 

Financial Statements... cue.se-seeaerseeneeeee 39 


- ownership of Taylor Gas Processing 
Limited Partnership, which owns a majori- 
ty interest in and operates the 
RET Complex; 


Corporate Information) .ccr.eneemereeeeeemees 52 
Officers and'Directonsincese eee eee IBC 


- ownership of Taylor Gas Liquids Limited 
Partnership that holds a majority interest 
in and operates the Younger Extraction 
Plant; and 


- ownership of Joffre Gas Liquids Limited 
Partnership that holds a 50 percent interest 
in and operates the Joffre Extraction Plant. 
This partnership also owns a 100 percent 
interest in two natural gas liquids 
pipelines, the Ethylene Delivery System 
(EDS) and the Joffre Feedstock Pipeline 
(JFP). The two pipelines are operated under 
contract by NOVA Chemicals Corporation. 


: —.__2004 EDS Pipeline 
2002 Joffre Plant The EDS line-was in operation 
Built-in: 2002, the Joffre for a number of years 
Extraction Plant came online before Taylor took over 
in the first quarter of 2003 ea management in 2004. 


and increased production by 
25 percent in 2004. 


- “@ 

1996 Younger Plant 
Taylor’s first facility was the 
Younger Extraction Plant and 
it is one of only ten such 


plants in Canada. 2003 RET Complex 


RET is a natural gas processing 


facility that treats raw natural 
gas to meet sales specifications. 


Value Creation 


In 2004, Taylor distributed $0.58 per unit, 

10 percent higher than 2003 distributions. 
This pattern of rising distributions confirms 
the value created by the facilities that Taylor 
has added since initiating its growth strategy 
in 2001. The increase in distributions has 
been accomplished while maintaining a 
conservative financial structure. Taylor’s 
long-term debt was 10 percent of enterprise 
value at year-end 2004, reflecting the use of 
equity as the predominate source of capital- 


Distributions 

In 2004, Taylor distributed ($/unit) 

$12.8 MM to unitholders. — 
These distributions were, 
100 percent tax deferred. 
Distributions per unit have 
increased as Taylor adds 
assets and.expands 
business at its 


existing facilities. 


for the Partnership’s investments. As a result 
of equity offerings in 2003 and 2004, plus a 
significant increase in unit price, Taylor’s 
market capitalization increased more than 
two-fold over 2003, and five-fold over the last 
two years. 


Total return, defined as total distributions paid 
to unitholders plus unit price appreciation, 
was 48 percent in 2004. Total annual return 
over the last three years was 38 percent. 


| Capitalization 


Taylor closed equity | ($ MMat year end) 
offerings in 
October 2003 and 
August 2004. Market 


Capitalization 


HM Long-Term 
Debt 


With the addition of a 
NGL pipeline in the third 
quarter of 2004, Taylor 
now has three business 
lines: natural gas 
processing, NGL extraction 
and NGL transportation. 
The natural gas processing 
is conducted at the RET 
Complex in southern 
Alberta. The Partnership’s 
Younger and Joffre 
extraction plants are 
significant producers of 
NGL, while the Ethylene 
Delivery System and the 
Joffre Feedstock Pipeline 
are important NGL 
transportation 
infrastructure assets. 
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Commodity Price - 
Downside Protection, 
Upside Exposure 


Taylor manages its 
exposure to commodity 
prices at the Younger and 
Joffre NGL extraction 
plants through contracts 
that protect from 
declining prices and 
provide exposure to 
higher prices. Due to high 
commodity prices in the 
third and fourth quarters 
of 2004, the margin 
between NGL price and 
natural gas price - the 
feedstock for NGL 
production - increased to 
levels not seen since the 
mid-1990s. These very 
high margins gave the 
Partnership additional net 
operating income at both 
the Younger and Joffre 
extraction plants. 

Taylor’s natural gas 
processing and NGL 
transportation businesses 
have no direct exposure to 
commodity prices. 


Stable Income 


The Partnership’s long-term 
contractual arrangements 
with customers result in a 

very stable level of net 
operating income. In 2004, 
86 percent of Taylor’s net 
operating income was 
derived from cost-of-service 
and fee-for-service business. 
Driven by the very strong 
NGL margins in the second 
half of 2004, Taylor’s 
commodity-based revenue 
increased by $1.9 million 
from 2003, reflecting the 
contribution to revenue 

of Taylor’s profit-sharing 
arrangements with 

its customers. 
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NGL Margin 
($/barrel) 
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Risk Management 


The Partnership manages 
interest rate and foreign 
exchange exposure to 
ensure Stable income. This 
is accomplished-through 
appropriate financial 
instruments and by 
structuring contracts ina 
way that transfers risk to 
the customer. For 
example, much of the 
Partnership’s cost-of- 
service revenue is indexed 
to interest rates. In 
keeping with its low risk 
business strategy, Taylor 
has a very conservative 
distribution philosophy 
and in 2004 distributed 
65 percent of cash 
available for distribution. 
The cash retained may be 
used to maintain 
distributions or to 

fund growth. 


Net Operating 
Income 
($ MM) 


[] Commodity 
Derived 


HB Cost of Service, 
Fee for Service 
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Future Growth Potential 


Taylor targets growth 
opportunities that are 

low risk, have predictable 
cash flow and are long life. 
The Partnership builds new 
facilities such as the Joffre 
Extraction Plant in 2002 
and the Joffre Feedstock 
Pipeline that will be 
completed in 2005. 

It acquires existing 
operations including the 
RET Complex in 2003 and 
the Ethylene Delivery 
System in 2004. It holds a 
controlling interest in, and 
operates each of its assets, 
allowing management to 
fully optimize the business 
at each facility. This 
hands-on control positions 
management to capture 
opportunities arising from 
Taylor’s significant 
presence around each of 
its locations. 


Cash Available 
for Distribution 
($¢ MM) 
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Strong Governance 


Taylor has the benefit of a 
strong and engaged Board 
of Directors, including six 
who are independent of 
management. Taylor is 
proud of its reputation in 
the industry, and takes its 
relationships with 
stakeholders, customers 
and partners very 
seriously. In 2004, Taylor 
undertook initiatives to 
simplify and rationalize its 
structure and ownership. 
In the first quarter of 
2004, a minority interest 
position in the Younger 
Plant was converted into 
Taylor units. This resulted 
in a consolidation of the 
Partnership’s ownership 
position at Younger 

and increased 

market capitalization. 


Highlights 


Years ended December 31, 2004 2003 


(thousands of dollars except unit values 
and volumes) 


FINANCIAL 
Gross revenue $ 140,174 $ 116,149 
Cash available for distribution $ 18,274 $ 8,387 
Diluted per unit $ 0.79 $ 0.73 
Net income $ 12,047 $ 3,509 
Diluted per unit $ 0.52 $ 0.30 
Capital expenditures and acquisitions $ 72,169 $ 335,020 
Unit price 
High $ 8.75 $ 6.35 
Low $ 5.60 $ 4.35 
Close $ 8.45 $ 6.10 
Units traded 10,987,419 6,308,134 
Value of units traded $ 75,742 $ 33,863 
Outstanding units at year end 28,862,952 18,005,763 
OPERATIONS 
Gas volumes processed (MMscf/day) 366 303 
NGL production (barrels/day) 14,769 13,794 
a ee ee 
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In 2004, the Partnership 
processed 64 MMscf 
per day of natural gas 
through its field gas 
processing-plants. The 
Partnership’s extraction 
plants processed 

302 MMscf per day, 

an increase of more than 
6 percent from 2003. 


Revenue has increased 
substantially from 2003 
due to the full year 
inclusion of the RET 
Complex and the 
addition of the Ethylene 
Delivery System in the 
third quarter. Revenue 
will further increase in 
early 2005 when the 
Joffre Feedstock 
Pipeline begins = oe 


commercial operation. 


_03 04 


NGL production from 
the Partnership’s 
extraction plants 

increased 7 percent over 
2003. At the Joffre 


Extraction Plant 


Natural Gas Processed 


(MMscf/day) : 
production averaged 


4,366 barrels per day in 
the fourth quarter of 


L] NGL Extraction : 
2004, the highest level 


hts since the plant was a 

MH Field Plants commissioned in the 

first quarter 

of 2003. 

02s 03s O45 
eo 
i. Capital 
Expenditures 
In 2004, the Partnership ale 
acquired a pipeline, the 
Ethylene Delivery 
System, and began 
construction of the 
Joffre Feedstock 
Pipeline, which will be - 
4 completed in the first bs 
af Revenue quarter of 2005. 
($ MM) Investments at the 02 03 04 
Younger Plantreduced ~ 

operating costs and acid 
gas injection facilities 
were added at the 
RET Complex. 


NGL 
Production 
(barrels/day) 
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Taylor continued its very successful growth 
story in 2004. The Partnership increased 
distributions, added strategic assets including 


2004 Highlights a major pipeline in August, enhanced existing 


The Partnership successfully facilities and significantly increased market 
capitalization. 


diversified the asset base 
both geographically and by During the year Taylor distributed $0.58 per 
business type. unit to investors on a 100 percent tax-deferred 
basis. In addition, Taylor’s unit price increased 
i Taylor distributed $0.58 per unit to $8.43 at year-end, up from $6.10 at the start 
to investors on a 100 percent of 2004. The combination of distributions and 
increased unit price resulted in a total return 


tax-deferred basis. 
to unitholders in calendar 2004 of more than 


©”. Taylor’s market capitalization 48 percent. 


BACK ROW ~ LEFT TO RIGHT: 
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é ‘increased to $240 million Taylor’s market capitalization increased to 
following a successful equity $240 million in 2004 from $110 million at the 


ish offering in the third quarter. beginning of the year. In part, the higher 

Sa i Nines Oa aa capitalization reflected a successful $53 million 
* Distributions, combined with an equity offering completed in the third quarter. 
Ee increased unit price, resulted in 
a total return to unitholders of 
-more than 48 percent. 


— 
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FRONT ROW - LEFT TO RIGHT: 


The proceeds of the offering were used to 
purchase the Ethylene Delivery System and 
fund a portion of the Joffre Feedstock 
Pipeline construction costs. 


Taylor’s Assets 


The Partnership owns and operates facilities 
that are strategically positioned within the 
midstream sector of the western Canadian 
natural gas and natural gas liquids (NGL) 
industries. Our original asset at Taylor in 
northeast British Columbia, and our 
aggressive capital investments of recent 
years, position us strongly in three business 
lines: natural gas processing, NGL extraction 
and NGL transportation. 


In September 2003, the Partnership acquired 
the RET Complex; three interconnected 
natural gas processing plants and their 
associated pipeline systems. The RET 
Complex provides stable business income 
derived from gathering, compression and 
processing on a fee-for-service basis. The 
facilities are located in Southern Alberta in 
the heart of a highly active natural gas 
exploration and development region. 


Two other major facilities owned by the 
Partnership are NGL extraction plants that 
produce ethane, propane, butane and 
condensate - products collectively known as 
natural gas liquids, or NGLs. The Younger 
Plant, located in northeast British Columbia, 
was Taylor’s initial asset. The Joffre Plant 
was built by the Partnership in 2002 and 
began commercial operations in the first 
quarter of 2003. 


In the third quarter of 2004, Taylor acquired 
an existing pipeline, the Ethylene Delivery 
System and began construction of a new 
NGL pipeline, the Joffre Feedstock Pipeline. 
Both are a strategic part of Alberta’s 
petrochemical infrastructure. The Ethylene 
Delivery System is a 180-kilometre pipeline 
that is used to transport ethylene, the main 
product produced at NOVA Chemicals 
Corporation’s Joffre petrochemical complex, 
to consumers in Fort Saskatchewan and 
Prentiss, Alberta. 


The Joffre Feedstock Pipeline, which is 
expected to be in service in the first quarter 
of 2005, will provide NOVA Chemicals 
Corporation with feedstock flexibility. The 
180-kilometre-long pipeline will transport 
NGLs, specifically ethane and propane, that 
are available in the Fort 
Saskatchewan area, to NOVA’s 
world-scale facility in Joffre. 


Due to their strategic location, 
each of the Partnership’s assets is 
expected to have a very long 
economic life stretching over the 
next several decades and beyond. 
The RET Complex will have 
strong net operating income 
based on regional natural gas reserves and 


production profiles. Similarly, the NGL 
extraction business is founded on regional 
natural gas supply and demand. The 
Younger Plant is supplied from the robust 
northeast British Columbia natural gas 
producing area while the Joffre Plant 
depends on the fuel gas demands of central 
Alberta’s ethane-based petrochemical 
industry and the infrastructure that 
supports this industry. The Partnership’s 
NGL pipelines are part of the petrochemical 
industry’s critical infrastructure. 


A Sound Business Model 


The Partnership’s goal is to generate a stable, 
base level of distributions to unitholders, 
while providing upside when commodity 
prices are favourable and growth through 
expanding the asset base. Management has 
achieved stability concurrently with growth 
by carefully considering the level and type of 
risks to which the Partnership is exposed. 
Essentially, Taylor takes on risks that are 
manageable and sheds risks that are 
inappropriate for its unitholders. 


To this end, Taylor has commercial 
arrangements in place at the Younger and 
Joffre extraction plants that manage the 
Partnership’s exposure to price movements 
in both natural gas and natural gas liquids. 
An asymmetrical risk profile has been 
achieved through the structure of Taylor’s 
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long-term commercial arrangements. This 
profile gives the Partnership a minimum sales 
price for the produced natural gas liquids 
while maintaining economic participation in 
commodity price upturns through profit-share 
arrangements at Younger and the merchant 
sale of Joffre production. 


The Partnership has also managed risk through 
regional, commercial and operational 
diversification. The Younger and Joffre 
extraction plants operate in two distinct regions 
of western Canada and sell NGL into different 
markets. Over the long term, the Younger and 
Joffre plants will be counter-cyclical to the RET 
Complex. The volume of natural gas delivered 
to the RET Complex for processing tends to 
increase with natural gas prices. (Strong prices 
drive exploration and production activity.) The 
NGL extraction business, which purchases 
natural gas as feedstock, is most profitable 
when natural gas prices are low. (The margin 
between revenue and expenses increases as 
natural gas prices fall.) 


Outlook 


The expectation of strong natural gas prices is 
driving active exploration and development of 
natural gas reserves by exploration and 
producing companies. As a result, the RET 
Complex is benefiting from increased natural 
gas production in its broad capture area in 
southern Alberta. 


With NGL prices strong in early 2005, Taylor’s 
extraction business is enjoying reasonable 
margins in the production and sale of NGL 
despite high natural gas prices. The robust 
NGL prices are due to the linkage between 
natural gas liquids and crude oil prices. 


Since the Younger Plant is being operated to 
maximize the amount of natural gas liquids 
extracted from the natural gas that is being 
processed, future production growth depends 


on management’s ability to increase the volume 
of natural gas brought through the plant. Taylor 
will continue to compete for feedstock natural 
gas by offering customers creative commercial 
arrangements and pricing options. 


Similarly, NGL production at the Joffre Plant 
will depend on the volume of natural gas that 
is processed at the plant. The natural gas 
volumes available to Joffre are determined by 
the downstream demand at the adjacent NOVA 
Chemicals Corporation’s petrochemical facility 
and the related plants that comprise the Joffre 
industrial complex. 


The cost-of-service arrangements for use of 
the Ethylene Delivery System mean there is 
minimal financial risk to the Partnership. The 
Joffre Feedstock Pipeline is expected to begin 
generating additional cost-of-service revenue 
for the Partnership when it is commissioned 
in the first quarter of 2005. 


Entering 2005, management is continuing 

to evaluate projects and acquisitions that will 
further diversify and increase the Partnership’s 
net operating income. Growth can be achieved 
by further developing the Partnership’s 
current facilities as well as the acquisition or 
development of new assets. 
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Operations Review 


Taylor’s position in the energy industry is 
integral to the movement of natural gas 
from wellhead to end-users. 


Natural Gas Processing recover most of the ethane and essentially 


Raw natural gas is delivered from all of the propane, butane and condensate 


At producing wells through a pipeline as a liquid mixture. The liquid NGL 
network, or gathering system, to a natural products are sold to various markets and 


gas processing plant. Raw natural gas the residue gas stream is returned to the 


is composed mainly of methane and transmission system. 


other hydrocarbons but can also contain All NGLs, especially ethane, are feedstock 
water vapour, inert gases, CO2 and HS. for Alberta’s petrochemical industry. Uses 
Natural gas processing plants raise the for propane include residential, 

quality of raw natural gas to meet sales commercial and industrial heating and 
specifications by: motor fuel. Butane is used in gasoline 


1. removing impurities such as water blending and condensate is used in crude 


vapour, CO, and H,S; oil blending and as a refinery feedstock. 


2. partially removing NGL components, NGL Transportation 


includin ropane, butane, and : 
Suess NGL products produced at extraction plants 
condensate; and 
may be transported to market by truck or 


3. compressing the gas to meet by rail; however, when volumes are 
transmission pipeline pressure. sufficient, pipelines are the most efficient 

method of transportation. Western Canada 
Natural Gas Liquids Extraction has an extensive network of pipelines to 
Sales-quality natural gas is mainly move NGL products from producers to 
methane, but also contains ethane, consumers. The major NGL trading hub 
propane, butane and condensate. located at Fort Saskatchewan, Alberta, also 
Extraction plants take sales-quality natural has connections to the North American 
gas from a transmission system and NGL pipeline grid. 


Natural Gas Processing Business Line Overview 

The Partnership’s natural gas processing 
assets consist of the RET Complex, a group of 
three interconnected natural gas processing 
® Increased natural gas plants - Retlaw, Enchant, and Turin - plus 
500 kilometres of associated pipelines and 

30 compressors. Natural gas processed at the 
RET plants is gathered from an area in excess 
of 2,500 square kilometres. Total processing 
capacity at the RET Complex is 130 MMscf 
per day. The Partnership has an 86 percent 


average interest in the complex and operates 
of sulphur and all three plants. 
greenhouse gases. 


throughput by 14 percent 
from 2003. 


Commenced acid gas 
injection at Turin plant, 
reducing emissions 


All three plants are capable of handling both 
sweet and sour natural gas produced by oil 
and gas companies in the RET Complex 
catchment area. The plants raise the quality 
of the gas to meet sales specifications by 
removing non-hydrocarbon components 
(water vapour, COs, and H2S), excess NGL 
components (propane, butane, and 
condensate) and increasing the 
pressure of the gas to match that of 
the transmission pipeline system. 
The sales quality gas is delivered to 
the TransCanada transmission 
system for transportation to market. 


Business Model 


The Partnership negotiates 
processing arrangements with gas 
producers wishing to deliver gas 
from their wells to the sales gas 
transmission system. The Partnership offers 
processing services, as well as gathering, 
compression, acid gas handling, well 
operations, and production accounting 
services. Fees charged reflect the services 
provided, extent of processing required, and 
term of contract. Fees are expressed as a 


The RET Complex is a group of three dollar per unit volume of gas processed. 
interconnected natural gas processing plants at 


RET Complex 


Retlaw, Enchant and Turin’; near Lethbridge = a 
very active drilling area, 
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Since fees are not 
linked to the value of 
the producers’ gas, the 
Partnership avoids 
commodity price 
exposure. The RET 
Complex now serves 
over 50 natural gas 
production companies. 


Operations 


The RET Complex is 
located in an 
extensively developed 
oil and gas producing 
region. Strong commodity prices and 
advances in exploration, drilling and 
production technology have resulted in 
both new discoveries and the development 
of reservoirs that were previously 
uneconomic. The high level of drilling 
activity in the RET area, combined with the 
Partnership’s increased gathering system 
capacity, has raised throughput at the RET 
Complex. During 2004, Taylor processed 

an average of 64 MMscf per day of natural 
gas at the RET Complex. This is a 
significant increase over the average 

56 MMscf per day of natural gas processed 
during the four months of RET Complex 
ownership in 2003. 


When the Partnership 
acquired the RET 
Complex in 
September 2003, it 
assumed a 2004 
deadline imposed by 
Alberta Environment 
and the Alberta 
Energy and Utilities 
Board to reduce 
sulphur emissions 

at the Turin Plant. 

In August 2004, 

the Partnership 
announced successful 
commissioning of acid gas injection 
facilities which reduced sulphur emissions 
at the plant to zero, and reduced carbon 
dioxide (CO) emissions by 120 tonnes per 
day. The acid gas injection facilities were 
constructed by the Partnership on time and 
on budget. The cost of the facilities, 
together with a return-on-investment, is 
being recovered from customers by way of 
an incremental fee-per-unit of sour gas 
processed at the Turin Plant. 


RET Natural 2 
Gas Processed 
(MMscf/day) 


“Acquired effective September 1st, 2003. 


Overview 


Taylor has interests in two NGL extraction 
plants: Younger, located in Taylor, northeast 
British Columbia, and Joffre, located in Joffre, 
® Increased natural gas central Alberta. 

throughput and NGL 

production by 7 percent ' 

from 2003. Taylor owns interests of 57 to 100 percent in 
the NGL production, treating and terminalling 
® Reduced operating costs by facilities at the Younger Plant. The plant has a 

gas processing capacity of 750 MMscf per day, 

of which Taylor’s share is 425 MMscf per day. 
Younger is strategically located at a major 
energy hub with interconnections to three 
natural gas transmission systems: the Duke 
Energy Gas Transmission system that serves 
British Columbia and the Pacific Northwest; 
the Canadian Natural Resources Stoddart 


Younger Extraction Plant 


8 percent from 2003. 


system that brings natural gas to Younger 
from northeast British Columbia; and the 
Alliance system that moves natural gas to the 
Chicago area. Natural gas entering 
the Younger Plant has already been 
processed at a gas processing 
facility to remove water vapour, 
COg, and H.S. With its state-of-the- 
~ ae art cryogenic process, Younger 
removes as much as 50 barrels of 
‘i NGLs from each million standard 
cubic feet of natural gas processed. 


Business Model 


The Younger Plant is one of only 
ten extraction plants in Canada. As an 
extraction plant, Younger removes most of the 
ethane, and virtually all of the propane, 
butane, and condensate contained in sales- 
quality natural gas. The amount of NGLs 
produced depends upon the composition of 

the natural gas entering the plant. On 

is located in. Taylor, nbia at average, a natural gas stream processed at the 
pener ish Younger Plant will shrink by 15 percent when 
the NGLs are removed. The shipper of the 
natural gas views this as a natural gas sale. 
Therefore, the monetary value of extracting 
NGLs equates to the sales price of NGLs 
minus the shrinkage cost paid to the shipper 
of natural gas and minus the cost of operating 
the extraction plant. 


Extraction Plants 
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Left unmanaged, this commodity price 
exposure would result in excessive risk to 
the Partnership. Consequently, all natural 
gas liquids produced by Taylor at the 
Younger Plant are sold to EnCana 
Corporation under a long-term contract. 
The sales price is the sum of actual 
shrinkage and operating costs plus a fixed 
fee and a profit share. 


The profit share component of Taylor’s 

sales price to EnCana is 50 percent of the — 
margin earned by EnCana when it 
ultimately sells all the natural gas liquids to 
the market, less all costs. If the profit share 
is negative, Taylor is not responsible for the 


loss, however, EnCana retains 100 percent 


of any profit until losses from previous 
periods have been recovered. 


Operations 


During 2004, production of natural gas 
liquids at the Younger Plant averaged 
11,102 barrels per day, up slightly from 
10,897 barrels per day in 2003. Production 
was curtailed in the spring for two weeks 
due to a scheduled outage by a downstream 
NGL consumer. Production was reduced for 
two weeks during the summer when the 
McMahon Gas Plant was shut down for a 


>| Younger NGL 
Production 
(barrels/day) 


L C+ ies 
4 WW Ethane 


Younger 
Operating Costs 


($ MM) 


(1) Fueland 
Power 


H Operations and 
Maintenance 


02. 03 04 


scheduled turnaround. The McMahon Gas 
Plant is the largest supplier of natural gas 
to the Younger Plant. During these two 
curtailments, extra maintenance work was 
performed at the Younger Plant. 


In spite of these two production 
curtailments, Taylor processed an average 
of 237 MMscf per day of natural gas, up 
from 229 MMscf per day in 2003. 
Operations were steady during the year, 
resulting in a reduction in operating costs 
compared to 2003. 


Younger Natural 
Gas Processed 
(MMscf/day) 


13 


Joffre Extraction Plant 


Taylor owns a 50 percent interest in Joffre 
and is the operator of the facility. The Joffre 
Plant extracts the NGLs from the fuel gas that 
is consumed by NOVA Chemicals 
Corporation’s nearby world-scale 
petrochemical facility and the 
related plants that comprise the 
Joffre industrial complex. 


Business Model 


The Joffre business model is 
similar to the Partnership’s 
arrangements at the Younger 
Plant: purchase natural gas as 
feedstock and sell ethane, propane, butane 
and condensate. 


Joffre NGL 
Production 
) (barrels/day) 


(= C3+ 
ME Ethane 


2,242 EE 


14 2004 Annual Report TAYLORNGL Limited Partnership 


Similar to the Younger Plant, the sales 
contracts for the NGLs produced at the Joffre 
Plant have been structured to manage 
commodity price exposure. NOVA Chemicals 
Corporation purchases the ethane under a 
long-term contract that provides for the 
recovery of operating costs and 
the payment of a fixed fee. The 
remaining portion of the NGLs - 
the propane, butane and 
condensate - is sold into the 
Alberta market at prevailing 
prices. Unique among straddle 
plants, the Joffre Plant has been 
configured so that management 
can very quickly respond to market 
conditions by selectively rejecting some or all 
of the plant’s NGL production. If margins are 
poor, the plant will simply not recover NGLs 
in order not to incur feedstock costs. 


Joffre Natural 
Gas Processed 


(MMscf/day) 


2004 


* During the second quarter of 
2004, processing was voluntarily 
curtailed for a brief period due to 
poor NGL market conditions. 


Operations 


The Joffre Plant has been operating since 
the first quarter of 2003. Implementation of 
the latest process technologies has 
resulted in a plant that is low cost 
and very reliable. In 2004, the plant 
had an on-line time in excess of 

99 percent, similar to 2003. 


NGL production net to the 
Partnership averaged 3,667 barrels 
per day during 2004, more than 

25 percent higher than in 2003. 
During a two-week period in 

April 2004 production was 
curtailed because NGL margins 
were poor and ethane demand was 
low. Otherwise, NGL recovery was 
profitable throughout 2004. 


Natural gas volumes processed 
through Joffre averaged 65 MMscf 
per day during 2004, up from 

95 MMscf per day in 2003. The 
increase was due to greater fuel 
gas needs at the Joffre industrial 
complex. Throughput was also higher due 
to the connection of an additional market 
for natural gas downstream of the plant. 
Operating costs were slightly higher in 
2004, but decreased by 15 percent on a per 
unit basis from 2003 levels. 


Joffre 
Operating Costs 


($ MM) 


L) Fuel and 
Power 


M Operations and 
Maintenance 


Overview 


Taylor has a 100 percent interest in two NGL 
pipelines - the Ethylene Delivery System and the 
Joffre Feedstock Pipeline. The two pipelines, each 
180 kilometres in length, connect the Joffre, Alberta 
area with Edmonton and Fort Saskatchewan, with 
each serving a different purpose. 


® Acquired Ethylene Delivery 
System and began earning 


fees. 
Ethylene Delivery System 


® Commenced construction of 
the Joffre Feedstock Pipeline. 


At the Joffre petrochemical site, of NOVA Chemicals 
Corporation, ethylene is produced by processing 
NGLs, primarily ethane. Ethylene is used in the 
manufacture of products such as polyethylene and 
ethylene glycol. Some of this downstream 
manufacturing takes place at Joffre, with the 
remaining ethylene transported via the Ethylene 
Delivery System to markets at Prentiss in central 
Alberta and the Edmonton/Fort Saskatchewan area. 
The Ethylene Delivery System also connects to 
pipelines at Fort Saskatchewan that access markets 
in Sarnia, Ontario. 


A 12-inch diameter line that has been in operation 
since 1979, the system has capacity to 
transport 90,000 barrels per day. 


Joffre Feedstock Pipeline 


Historically, ethane has been used as the 
primary feedstock in the production of 
Sd ethylene by NOVA Chemicals Corporation 
. at Joffre. Recently the company chose to 
augment ethane with other natural gas 
liquids which in turn created a need to 
access additional supplies of NGLs from 
the Fort Saskatchewan trading hub. 


The Joffre Feedstock Pipeline will provide NOVA 
Chemicals Corporation with the ability to source 
supply in Fort Saskatchewan for delivery to the 
Joffre industrial complex. 


The Pipeline has a diameter of 10 inches and began 
construction in August 2004. 


Business Model 


For both pipelines, Taylor has entered into long-term 
contracts with NOVA Chemicals Corporation. As the 
sole shipper on both pipelines, NOVA Chemicals 
Corporation pays the Partnership a toll that is the 
sum of a fixed fee plus recovery of all operating 
costs. The fixed fee is paid regardless of the volume 
actually shipped. The transportation agreement has 
an initial twelve-year term. The fixed-fee payment is 
subject to adjustment in 2009, and every three years 
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As at February 1, 2005 


The following should be read in conjunction with the audited consolidated financial 
statements and notes of Taylor NGL Limited Partnership (the Partnership). The consolidated 
financial statements have been prepared in accordance with Canadian generally accepted 
accounting principles. Additional information relating to the Partnership, including the 
Partnership’s Annual Information Form, is available on SEDAR at www.sedar.com. 


Certain information included herein is forward-looking and based upon assumptions and 
anticipated results that are subject to uncertainties. Should one or more of these 
uncertainties materialize or should the underlying assumptions prove incorrect, actual 
results may vary significantly from those expected. 


Tabular amounts are expressed in thousands of dollars except per unit amounts. All figures 
are in Canadian dollars unless otherwise stated. 


Taylor uses the term “Cash Available for Distribution” to refer to the amount of cash that has 
been or is available for distribution to the Partnership’s unitholders, prior to any 
withholdings or reserves that the Board of Directors of the Partnership may elect to make 
pursuant to the terms of the Partnership’s Limited Partnership Agreement. “Cash Available 
for Distribution” is defined as net income plus non-cash items such as depreciation, 
accretion, unrealized interest expense and unrealized foreign exchange loss. Taylor also uses 
the term “Net Operating Income” to assist in assessing the ability of the Partnership to 
generate cash from normal operations. “Net Operating Income” is defined as natural gas 
liquids sales and fee income less shrinkage gas expense, operating costs and overhead 
recovery fees. The terms “Cash Available for Distribution” and “Net Operating Income” are 
not recognized by Canadian generally accepted accounting principles (GAAP) and therefore, 
these terms have no standardized meaning and may not be comparable to similarly defined 
amounts presented by other issuers. 


Overview of the Year 2004 


Operations 

Taylor’s growth continued in 2004 with significant increases in total natural gas volumes 
processed and natural gas liquids (NGL) produced. As a result of solid operations at the 
extraction plants and a full year of operations of the RET Complex following its acquisition 
in September 2003, Taylor’s net natural gas volumes processed increased by 20 percent to 
366 MMscf per day in 2004 from 303 MMscf per day in 2003. 


17 


18 


The daily average volumes at the RET Complex increased over 2003 despite scheduled 
turnarounds performed in 2004, which required that the facilities be temporarily shut down. 
In May, Taylor shut down the largest of the RET Complex facilities, the Turin Plant, for a 
scheduled seven-day turnaround, which was completed on budget and confirmed the 
integrity of all plant equipment. The Turin Plant requires an outage of this magnitude 
approximately every three years. 


In September, Taylor shut down the second largest of the RET Complex facilities, the Enchant 
Plant, for a scheduled seven-day turnaround. The inspection of the facility confirmed the 
integrity of all plant equipment. In addition to the plant work, major overhauls were 
completed on two field compressors. The Enchant Plant requires an outage of this magnitude 
approximately every three years. 


Sales of NGL were 14,769 barrels per day in 2004 compared to 13,794 barrels per day in the 
prior year. Taylor sets production rates at both the Younger and Joffre extraction plants 
largely in response to prevailing NGL margins. The NGL margin is defined as the difference, 
on a per unit basis, between the sales price of NGL and the cost of the natural gas purchased 
for shrinkage make-up. Taylor reports a benchmark, or indicative margin, expressed in 
dollars per barrel of NGL, which is derived from Edmonton postings for propane, butane and 
condensate and the AECO natural gas price. In 2004, the benchmark NGL margin averaged 
$9.92 per barrel compared to $5.60 per barrel in 2003. 


In the second quarter of 2004, the benchmark NGL margin averaged $4.28 per barrel. 

In April 2004, production of NGL at the Younger and Joffre extraction plants was curtailed 
on certain days to maximize net operating income. In the second and third quarters, there 
were outages and turnarounds at Alberta’s two significant petrochemical complexes. As a 
result, ethane nominations at Taylor’s extraction plants were reduced for several weeks. 


Margins significantly improved in August 2004 and maintained strength through year end as 
NGL prices increased in tandem with crude oil prices. In the fourth quarter, the benchmark 
NGL margin averaged $15.68 per barrel compared to $7.74 per barrel in the same period of 
2003. Production at Taylor’s extraction plants was maximized to take advantage of strong 
NGL margins. During the fourth quarter, the Joffre Extraction Plant established a NGL 
production record of 4,366 barrels per day. 


Capital 
In June 2004, a $1.2 million project ($0.7 million net to the Partnership), was completed at 
the Younger Extraction Plant that has reduced the electric power consumed by the facility. 


In August 2004, the Acid Gas Injection Project was completed and commissioned at the Turin 
Plant, the largest plant in the RET Complex, on time and under budget. This project has 


reduced sulphur emissions at the plant to well below regulatory standards and increased 
Taylor’s processing fee revenue. 


In mid-August, Taylor acquired the $25 million Ethylene Delivery System (EDS) from NOVA 
Chemicals Corporation (NOVA Chemicals). NOVA Chemicals has contracted for 100 percent of 
the system’s capacity, and is using the pipeline to transport ethylene from Joffre, Alberta to 
the Fort Saskatchewan, Alberta area. Also in August 2004, Taylor began construction of the 


$55 million Joffre Feedstock Pipeline FP). During 2004, Taylor made construction payments 
of $41.6 million for JFP. 
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Financial 


Taylor’s new investments, as well as the growth from its existing assets, resulted in a 93 percent 
increase in Net Operating Income from the prior year. 


Strong NGL margins realized in the last six months of 2004 resulted in the marketing pool 
(Marketing Pool) generating $3.4 million for the year. The Marketing Pool is the profit-share 
component of the sales price received by Taylor for the NGL sold to EnCana Corporation 
(EnCana) from the Younger Extraction Plant under the Natural Gas Liquids Purchase 
Agreement (NGL Purchase Agreement). The 2004 Marketing Pool retired the deficit balance of 
$3.0 million that was carried forward from 2003. The remaining $0.4 million was included in 
the Partnership’s revenue for the fourth quarter of 2004. 


During October 2004, the Partnership resolved outstanding legal actions related to the 1999 
Younger Extraction Plant outage. The resolution provided insurance proceeds of $2.4 million, 
net of legal costs, of which $1.9 million was recognized as income and $0.5 million as a 
reduction of capital costs in the fourth quarter of 2004. 


On January 14, 2004 the Term Facility and the Younger Capital Project Facility were 
refinanced into a $26 million revolving credit facility with an extendible 364-day revolving 
period and a $2 million reducing term facility. The details regarding the refinancing of these 
facilities are disclosed in note 5 of the Partnership’s 2004 audited consolidated financial 
statements. 


On March 18, 2004, pursuant to an annual right, the minority interest owners (Expansion 
Unitholders) of Taylor Gas Liquids Limited Partnership (TGLLP) elected to exchange their 
units in TGLLP (Expansion Units) for units of the Partnership. The details regarding this 
transaction are disclosed in note 7 of the Partnership’s 2004 audited consolidated financial 
statements. 


Outlook for 2005 


Through commercial arrangements at its facilities, Taylor is able to provide unitholders with 
a stable, base level of distributions plus upside through managed exposure to NGL and 
natural gas prices. Taylor generates commodity-derived income from the sale of propane, 
butane and condensate (collectively known as C;+) at the Joffre Extraction Plant and from a 
50 percent profit share of the Marketing Pool. Continued strong NGL margins will result in 
an immediate positive impact on revenues from the Younger Extraction Plant and Joffre 
Extraction Plant. 


Taylor’s commitment to growth and diversification continued through 2004 with the 
purchase of EDS and commencement of construction of JFP. In 2005, EDS will contribute to 
Cash Available for Distribution for a full year compared to four months in 2004. JFP is 
expected to be completed during the first quarter of 2005. This pipeline will provide additional 
fixed-fee revenue to the Partnership at the earlier of the in-service date or April 2005. 
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Critical Accounting Policies and Estimates 


In the preparation of the Partnership’s consolidated financial statements, management has 
made estimates that affect the recorded amounts of certain assets, liabilities, revenues and 
expenses. All estimates are adjusted for events that are known to have a significant effect on 
the current month’s operations, such as scheduled or unscheduled plant shut-downs. Given 
the amount of historical data available for both the Younger and Joffre extraction plants, 
management has been able to make these estimates with a high degree of accuracy for each 
of these facilities. After 16 months of operations at the RET Complex, management has been 
able to make these estimates with increasing accuracy and continues to be conservative in 
recording results. There are no known trends, events or uncertainties to indicate that actual 
results will vary significantly from the estimates used at year-end 2004, nor would any 
expected variance have a material effect on the financial condition of the Partnership. Based 
on the Partnership’s approach to managing business risks, the most significant accounting 
policies and estimates are those described below. 


Younger Extraction Plant Revenues and Expenses 

Given the nature of the Partnership’s commercial arrangements at the Younger Extraction 
Plant, estimates are not significant in the preparation of the Partnership’s financial statements 
for Younger. 


Joffre Extraction Plant Natural Gas Liquids Sales 

Actual production and NGL sales are unknown at the end of each month. Accordingly, the 
financial statements contain an estimate of one month’s revenue based upon expected 
volumes and expected NGL prices supported by comparison to historical trends. The revenue 
estimate for NGL sales for the month of December 2004 was $1.2 million, which was included 
in revenue and accounts receivable. 


RET Complex Fee Income 

Actual production and fees earned are unknown at the end of each month. Accordingly, the 
financial statements contain an estimate of one month’s revenue based upon expected 
volumes and expected fee income supported by comparison to historical trends. The revenue 
estimate for fee income for the month of December 2004 was $1.3 million, which was 
included in revenue and accounts receivable. 


EDS Revenues and Expenses 

On August 19, 2004 the Partnership acquired EDS for $25 million. Concurrent with executing 
the agreement to purchase EDS, the Partnership entered into a transportation agreement and 
an operating agreement with NOVA Chemicals, the sole shipper on EDS. The payments made 
to the Partnership by NOVA Chemicals for transportation services are the sum of a fixed, 
transport-or-pay fee plus the full recovery of actual costs incurred in operating EDS. Given 
the nature of the above commercial arrangements, estimates are not significant in the 
preparation of the Partnership’s financial statements for EDS. 


JFP Construction Costs, Revenues and Expenses 

On August 19, 2004, the Partnership made an initial payment of $20 million for the 
construction of the $55 million JFP. With this payment, the Partnership entered into a project 
management agreement with NOVA Chemicals under which NOVA Chemicals is responsible 
for the construction and completion of JFP. As of December 31, 2004 the Partnership had 
advanced a total of $41.6 million to NOVA Chemicals for construction of the pipeline. 
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Concurrent with executing the project management agreement, the Partnership entered into 
a transportation agreement and an operating agreement with NOVA Chemicals, the sole 
shipper on JFP. The payments made to the Partnership by NOVA Chemicals for 
transportation services are the sum of a fixed, transport-or-pay fee plus the full recovery of 
actual costs incurred in operating JFP. Given the nature of the above commercial 
arrangements, estimates are not significant in the preparation of the Partnership’s financial 
statements for JFP. 


Joffre Extraction Plant Shrinkage Gas Expense 

The cost and quantity of natural gas purchased as feedstock, or shrinkage gas expense, for the 
extraction of NGL other than ethane, are unknown at the end of each month. Accordingly, 
the financial statements contain an estimate of one month’s shrinkage gas expense based 
upon expected volume and expected natural gas prices supported by comparison to historical 
trends. The estimate for shrinkage gas expense for the month of December 2004 was 

$0.8 million, which was included in expenses and accounts payable. 


Joffre Extraction Plant and RET Complex Operating Costs 

The period in which invoices are rendered for the supply of goods and services necessary for 
the operation of the facilities is generally later than the period in which the goods or services 
are provided. Accordingly, the financial statements contain an estimate of one month’s 
operating costs based upon a review of actual activity at each facility, including adjustments 
for events that are known to have a significant effect on the month’s operations. These 
include maintenance activity or changes in production supported by comparison to historical 
trends. At December 31, 2004 operating expenses and accounts payable included an estimate 
for operating expenses of $0.6 million. 


Asset Retirement Obligations 

Effective January 1, 2004 the Partnership retroactively adopted, with restatement of prior 
periods, the new accounting standard with respect to asset retirement obligations. The fair 
value of estimated asset retirement obligations has been recorded as a liability, with a 
corresponding increase in the carrying amount of the related asset. The long-term liability 
amount typically increases each reporting period due to accretion over time. Full disclosure 
of this accounting policy implementation and its retroactive effect are detailed in notes 2 and 
6 of the Partnership’s 2004 audited consolidated financial statements. 


There was no impact on the Partnership’s cash flow as a result of adopting this new policy. 
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Operating Results Summary 


Consolidated Overview - Quarterly Information 
(in thousands of dollars, except for volume and unit amounts) 


2004 
(Quarter Ended) March 31 June 30 Sept. 30 Dec. 31 Total 
Gas processed (MMscf/day) 350 354 384 375 366 
NGL sales (barrels/day) 15,280 13,103 14,874 15,805 14,769 
Total revenue 31,999 31,352 36,388 40,435 140,174 
Feedstock cost 22,100 21,067 24,739 25,040 92,946 
Net Income 1,841 2,051 2,837 5,018 12,047 
Basic per unit 0.10 0.10 0.12 0.19 0.52 
Diluted per unit 0.10 0.10 0.12 0.18 0.52 
Net Operating Income 3,647 3,674 4,858 6,747 18,926 
Cash available for distribution 3,148 3,081 4,358 7,387 18,274 
Diluted per unit 0.17 0.16 0.18 0.26 0.79 


Units outstanding at 
end of period 


20,463,102 20,463,102 28,520,452 28,862,952 28,862,952 


2003 
(Quarter Ended) March 31 June 30 Sept. 30 Dec. 31 Total 
Gas processed (MMscf/day) 308 206 340 Hayy 303 
NGL sales (barrels/day) 14,605 9,363 15,832 15,416 13,794 
Total revenue 34,768 its S571 30,901 32,109 116,149 
Feedstock cost 27,924 22565 24,681 23,200 88,368 
Net Income 1,092 722 404 1,291 3,009 
Basic per unit 0.11 0.07 0.04 0.08 Oa 
Diluted per unit 0.11 0.07 0.04 0.08 0.30 
Net Operating Income 2,095 1,914 2,909 3,245 9,813 
Cash available for distribution 1,333 1,086 Pap AUSYE Sy Keil i 8,387 
Diluted per unit 0.14 0.11 0.22 225 ONS 
Units outstanding at 
end of period GF750, 905 9,741,788 9,741,788 18,005,763 18,005,763 


The quarter-by-quarter results reflect the growth of the Partnership. Net income, Net 

Operating Income and Cash Available for Distribution of the Partnership has increased 
steadily due to the acquisition of the RET Complex in September 2003, the acquisition of EDS 
and commencement of JFP construction in August 2004 and strong NGL margins in the last 
six months of 2004. In addition, the Partnership received insurance proceeds with respect to 
the 1999 Younger Extraction Plant outage, of which $1.9 million was recognized as income in 


the fourth quarter of 2004. 
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Quarterly variations in total revenue are primarily the result of the recovery of Younger 
Extraction Plant natural gas feedstock costs or shrinkage gas expense, which is included in 
NGL sales. Fluctuations in the cost of shrinkage gas have a direct impact on total revenue. 
In addition, Taylor’s fee-based revenue continues to grow due to the addition of processing 
fees earned by RET Complex and transportation fees earned by EDS and JFP. 


Cash Distributions 

Commencing January 2005, the Partnership pays cash distributions on a monthly basis to 
unitholders of record on the 10th day of each month. Distributions are payable on the 15th 
day of that same month. Currently, all cash distributions are tax deferred and characterized 
as a “return of capital”. For most unitholders, the return of capital will reduce the cost base 
of each unit for the purposes of calculating any capital gains when the units are ultimately sold. 


Taylor generated $18.3 million in Cash Available for Distribution for the year ended 
December 31, 2004 compared to $8.4 million in 2003. The 2004 increase of $9.9 million was 
largely due to a full year contribution from the RET Complex, the addition of EDS and JFP, 
insurance settlement proceeds and additional income provided by the Younger Extraction Plant 
and Joffre Extraction Plant as a result of strong NGL margins in the last six months of 2004. 


During 2004 the Partnership paid cash distributions of $12.8 million, that were comprised of 
payments of $0.14 per unit on February 15, $0.14 per unit on May 15, $0.15 per unit on 
August 15 and $0.15 per unit on November 15. Total cash distributions paid during 2004 
were $0.58 per unit (2003 - $0.52 per unit). 


Cash distributions declared for each period are derived by adding back non-cash items to net 
income and adjusting for discretionary working capital amounts. Discretionary working 
capital includes reserves for monthly distributions and amounts that the Board of Directors 
deems necessary for operations or growth in the Partnership’s business. For the year ended 
December 31, 2004, the Partnership declared three quarterly distributions and one monthly 
distribution for a total cash distribution of $11.9 million or $0.495 per unit to unitholders. 
During 2003, the Partnership declared four quarterly distributions for a total cash 
distribution of $7.2 million, or $0.52 per unit: 


(in thousands of dollars except per unit amounts) 2004 2003 
Cash distributions declared: 
Net income $ 12,047 $ 3,509 
Depreciation 5,801 4,045 
Unrealized interest expense and foreign exchange loss 426 83 
Recognition of deferred performance fee = 750 
Working capital withheld (6,419) (1,176) 
$ 11,855 $ Teed 
Cash distributions declared per unit $ 0.495 $ 0.520 
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During 2004, the Partnership declared three quarterly distributions and one monthly 
distribution, for a combined ten months of distributions: 


Payment dates for distributions declared in 2004 Distribution per unit 
15-May-04 $0.140 
15-Aug-04 $0.150 
15-Nov-04 $0.150 
15-Jan-05 $0.055 


Subsequent to the year ended December 31, 2004 the Board of Directors announced a cash 
distribution of $0.055 per unit to those record holders on February 10, 2005. This distribution 
will be paid on February 15, 2005. 


During 2003, the Partnership declared distributions on a quarterly basis and the following 
table represents four quarters or a combined 12 months of distributions: 


Payment dates for distributions declared in 2003 Distribution per unit 
15-May-03 $0.140 
15-Aug-03 $0.120 
15-Nov-03 $0.120 
15-Feb-04 $0.140 


Natural Gas Liquids Sales 

NGL sales revenue is derived from the sale of production from the Younger and Joffre extraction 
plants. For the year ended December 31, 2004 NGL sales revenue was $111.3 million compared 
to $105.6 million in 2003. 


NGL sales revenue at the Younger Extraction Plant, as defined under the NGL Purchase 
Agreement with EnCana, includes recovery of feedstock and operating costs, a return-on- 
capital-derived fixed fee, and a 50 percent profit share based on both an operating cost hurdle 
(Operating Pool) and NGL margin (Marketing Pool). NGL sales revenue at the Joffre 
Extraction Plant includes a return-on-capital-derived fixed fee and recovery of operating costs 
attributable to ethane production as defined under the Ethane Supply Agreement with NOVA 
Chemicals, plus the revenue received from the sale of propane, butane and condensate 
(collectively known as C3+). The largest component of NGL sales revenue is the recovery of 
Younger Extraction Plant natural gas feedstock costs or shrinkage gas. 


The increase in NGL sales revenue for the year was primarily due to increased production of 
NGL and higher NGL sale prices, as discussed earlier. During the year, the Partnership 
averaged NGL production of 14,769 barrels per day compared to 13,794 barrels per day in 
2003. As a result of strong NGL production at the Younger Extraction Plant, the Operating 
Pool contributed $0.6 million to revenue during 2004. In addition, the Partnership received 
additional return-on-capital-derived fixed fee revenue due to the exchange of TGLLP 
Expansion Units for units of the Partnership. As a result, during 2004 the Partnership 
received the Expansion Unitholders’ portion of the return-on-capital-derived fixed fee from 
EnCana pursuant to the NGL Purchase Agreement, which is included in NGL sales. 


The Marketing Pool is a feature of the NGL Purchase Agreement with EnCana and constitutes 
the Younger Extraction Plant’s upside participation in the NGL markets. The Marketing Pool 
is the difference between the sales revenue received by EnCana at final sale of the NGL 
acquired from Taylor at the Younger Extraction Plant, less all costs. A key feature of the 


Marketing Pool is that deficiencies are not charged to the Partnership, but are carried 
forward and recovered against future Pool revenue. 
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The Partnership began 2004 with an opening Marketing Pool deficit balance of $3.0 million 
(2003 - $1.6 million). During the first six months of 2004, Marketing Pool proceeds of 

$0.2 million were generated, reducing the deficit balance to $2.8 million at June 30, 2004. 
Strong NGL margins realized in the last six months of 2004 generated Marketing Pool proceeds 
of $3.2 million. This retired the June 30, 2004 deficit balance and the remaining $0.4 million was 
included in Partnership revenue during the year (2003 - nil). The December 31, 2004 Marketing 
Pool deficit balance was estimated to be nil (2003 -$3.0 million). 


Fee Income 

Fee income consists of: revenue received from processing natural gas at the RET Complex; 
EDS and JFP pipeline transportation fees, including full recovery of actual costs incurred in 
operating these pipelines; fees from third-party use of Younger Extraction Plant facilities; 

and overhead recoveries from the facilities. Overhead recoveries are those charges applied to 
operating and capital expenditures pursuant to the operating agreements among the owners at 
each facility that the Partnership operates. Fee ‘income for the year ended December 31, 2004 
was $26.5 million compared to $10.1 million in 2003. The increase in fee income in 2004 was 
primarily due to processing fee revenues attributable to the RET Complex for the full year, 
which was acquired in September 2003, and four months of transportation fee revenues from 
Taylor’s newly acquired pipelines, including full recovery of actual costs incurred in 
operating EDS. 


Shrinkage Gas Expense 

The cost of natural gas feedstock, commonly known as shrinkage gas expense, was 

$92.9 million for the year ended December 31, 2004 compared to $88.4 million in 2003. 

The increase in 2004 was primarily due to increased production of NGL, which required the 
purchase of more shrinkage gas at the Partnership’s extraction plants. These increased costs 
were offset by increases in NGL sales revenue, as previously discussed. 


Operating Costs 

Operating costs for the year ended December 31, 2004 were $23.6 million compared to 
$15.9 million in 2003. The increase was due to a full year of operations at the RET Complex, 
which was acquired in September 2003, and four months of operations at EDS, which was 
acquired in August 2004. 


Depreciation and Accretion 

Depreciation and accretion expense in 2004 was $5.8 million compared to $4.0 million in 
2003. The increase was due to a full year of depreciation and accretion on the RET Complex, 
which was acquired September 2003, and four months of depreciation and accretion for EDS, 
which was acquired in August 2004. 


Overhead Recovery Fees 

For the year ended December 31, 2004, overhead recovery fees were $2.4 million compared to 
$1.5 million in 2003. The increase was due to a full year of overhead recovery fees associated 
with the operation of the RET Complex. 


Administration Costs 

The 2004 administration costs, net of overhead recoveries, were $1.3 million compared to 
$0.8 million in 2003. The increase over 2003 was due to a full year of administering the RET 
Complex, increased business development activities and higher public reporting costs. 
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Interest Expense 

Interest costs were $0.9 million for the twelve months ended December 31, 2004 compared to 
$1.6 million in 2003. The decrease from 2003 was a result of lower bank debt levels in the 
first nine months of 2004 and lower interest rates throughout the year. The average annual 
interest rate on the Partnership’s bank debt for 2004 was 4.5 percent compared to 4.9 percent 
during 2003. 


Management Fees 

Management fees payable to the Manager in 2004 were $0.7 million compared to $0.3 million 
in 2003. Management fees increased in 2004 due to higher Cash Available for Distribution of 
$18.3 million compared to $8.4 million in 2003. Under the 2001 Administration Agreement 
among the General Partner, the Manager and the Partnership (Administration Agreement), 
the Manager is entitled to a management fee equal to 2.75 percent of Cash Available for 
Distribution of the Partnership and a performance compensation fee if Cash Available for 
Distribution of the Partnership exceeds 70 cents per unit per year. In 2004, Cash Available for 
Distribution was $18.3 million which exceeded the 70 cents per unit per year. Consequently, 
a performance compensation fee of $0.2 million was paid to the Manager (2003 - nil). 


Distributions to Limited Partners 

Distributions to limited partners in 2004 were not significant compared to $1.3 million in 
2003. This was due to the limited partners of TGLLP exchanging their ownership in TGLLP 
for units of the Partnership, thereby reducing distributions to limited partners. 


As a result of the above exchange, TGLLP has only two partners, which are the Partnership 
and the Manager. The Manager is currently the sole Expansion Unitholder and has the option 
to contribute 26.75 percent of any future capital expenditures incurred by TGLLP in return 
for Expansion Units of TGLLP. The Manager has contributed capital of $359,000 and received 
distributions of $22,000 for the twelve months ended December 31, 2004. 


Foreign Exchange 

In October 2003, the Partnership retired its U.S.-dollar denominated debt from proceeds 
received from an October 17, 2003 public offering of Partnership units. The repayment of the 
U.S.-dollar denominated debt resulted in a foreign exchange gain of $1.7 million, offset by a 
foreign exchange loss of $0.5 million on U.S.-dollar denominated cash that was held by the 
Partnership, for a net realized foreign exchange gain of $1.2 million. During 2004, the 
Partnership had a nominal realized foreign exchange loss of $28,000, which was the result of 
settling U.S.-dollar cash balances throughout the year. 


Unrealized Interest Expense and Foreign Exchange Loss 
The Partnership uses derivative financial instruments such as collars and swaps to manage 
exposure to fluctuations in foreign currency exchange rates and interest rates. These 


derivative financial instruments are fully disclosed in note 15 of the Partnership’s 2004 
audited consolidated financial statements. 


The Partnership uses the fair value method for reporting derivative financial instruments. 
This method requires that changes in the fair value of a derivative financial instrument 
within a financial period be recorded as an asset or a liability on the balance sheet and an 
offsetting unrealized gain or loss on the income statement for that period. The gain or loss is 
realized when the derivative financial instruments are settled according to their specific 
contract details. There was no impact on the Partnership’s cash flow for the year ending 
December 31, 2004 as a result of this accounting policy. 
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The fair value of the interest rate swap as at December 31, 2004 was recognized as an 
unrealized interest expense of $0.4 million (2003 - not applicable) with an offsetting liability 
on the balance sheet. At December 31, 2004 the fair value of the foreign exchange costless 
collar was recognized as an unrealized foreign exchange loss of $29,000 (2003 — nil) with an 
offsetting liability on the balance sheet. 


Insurance 

During October 2004, the Partnership resolved outstanding legal actions related to the 1999 
Younger Extraction Plant outage, which provided proceeds of $2.4 million, net of legal costs. 
Of this amount, $1.9 million was recognized as income and $0.5 million as a reduction of 
capital costs in the fourth quarter of 2004. 


Income and Capital Taxes 

Income and capital taxes were nil in 2004 and 2003. As a limited partnership, Taylor does not 
provide for income and capital taxes. Due to its partnership status, Taylor’s taxable income is 
allocated to unitholders at each year end. 


Net Income 

Net income was $12.0 million for the year ended December 31, 2004, compared to $3.5 million 
in 2003. The significant year-over-year increase was as a result of the strong performance by 
the Partnership’s existing facilities, pipeline acquisitions and insurance recoveries in 2004. 


Capital Expenditures 

The Partnership had cash-funded capital expenditures of $72.2 million during 2004. The 
majority relates to the $25.0 million EDS acquisition and construction funding of JFP for 
$41.6 million. Associated with these expenditures were interest and financing fees of 
$0.7 million that were capitalized during the year (2003 - $0.9 million). As a result of the 
previously discussed insurance settlement, capital costs were reduced by $0.5 million 
(2003 - nil). Other capital projects for $5.4 million net to the Partnership were completed 
during the year. The most significant of these was a project to reduce sulphur and CO»5 
emissions at the Turin Plant, the largest plant within the RET Complex, and a project to 
improve the energy efficiency of the Younger Extraction Plant. 


During the first quarter of 2004, the Expansion Unitholders of TGLLP exchanged their 
Expansion Units for Partnership units. As a result, the Partnership obtained further 
ownership of TGLLP, which resulted in a non-cash increase in capital assets of $7.3 million 
during the quarter. 


Equity 

At year-end 2004, Taylor had 28,862,952 Partnership units outstanding compared to 
18,005,763 at year-end 2003. The increase was primarily the result of 8,025,000 Partnership 
units being issued through a public offering which closed on August 19, 2004. The offering 
raised $50.5 million, net of costs, which was used to acquire EDS and fund construction of 
JFP. In addition, during the first quarter, 2,433,839 Partnership units were issued to the 
Expansion Unitholders in exchange for their ownership in TGLLP, which increased unitholders’ 
equity by $16.4 million. On February 1, 2004, the Partnership had 28,867,452 units outstanding, 
an increase of 4,500 units since December 31, 2004 due to the exercise of options. 
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At year-end 2004, the Partnership had options outstanding to purchase 181,500 Partnership 
units (2003 - 523,750 Partnership units) at prices ranging from $4.34 to $7.81 per unit. 

Of this amount, 100,750 options (2003 - 463,375 options) were exercisable. During the year, 
398,350 options were exercised (2003 - 33,050 options) for proceeds of $1.9 million 

(2003 - $0.1 million). On February 1, 2004, the Partnership had options outstanding to 
purchase 177,000 units, a reduction of 4,500 units since December 31, 2004 due to the 
exercise of options at prices ranging from $4.34 to $5.98 per unit for proceeds of $21,580. 


Minority Interest in Partnership 

On March 18, 2004 pursuant to an annual right, the Expansion Unitholders of TGLLP elected 
to exchange their Expansion Units for units of the Partnership. TGLLP owns the Younger 
Extraction Plant capacity of 425 MMscf per day that is controlled by the Partnership. Since 
1996, the Expansion Unitholders have acquired Expansion Units by funding 26.75 percent of 
the capital required for projects undertaken by the Partnership at the Younger Extraction 
Plant. The Expansion Units provide the holder with a share, proportional to their contributed 
funding, of the return-on-capital charge paid by EnCana pursuant to the NGL Purchase 
Agreement. In executing the exchange, the Partnership issued 2,433,839 units to the 
Expansion Unitholders for their units of TGLLP. In addition, pursuant to the exchange, the 
Partnership received entitlement to the portion of the revenue paid by EnCana pursuant to 
the NGL Purchase Agreement. The portion is based on 26.75 percent of production in excess 
of the 8,000 barrels per day of Cz+ which was estimated to be the Younger Extraction Plant’s 
capacity at the time of its acquisition by Taylor Gas Liquids Fund, the precursor to 

the Partnership. 


The exchange increased unitholders’ equity by $16.4 million, decreased minority interest in 
the Partnership by $9.2 million and increased capital assets by $7.3 million. Currently, the 
only partners of TGLLP are the Partnership and the Manager. 
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Financial Position 


The following table outlines significant changes in the consolidated balance sheets that occurred 
between December 31, 2004 and December 31, 2003: 


Increase 
(in thousands of dollars) (Decrease) Explanation 
Cash 1,178 Refer to Consolidated Statements of 


Cash Flow. 


Capital assets 73,802 Includes the acquisition of EDS for $25.0 million, 
funding of JFP for $41.6 million, further ownership 
of TGLLP with the exchange made by Expansion 
Unitholders, which resulted in an increase in 
capital of $7.3 million, plus $5.4 million of 
additional capital expenditures made at the RET 
Complex and Younger Extraction Plant, less 
depreciation provided for all facilities during 
the period. 


Accounts payable 9,532 Increase primarily due to $9.0 million cash 
call for the construction of JFP received in 
December 2004. 


Unitholders’ distributions payable (933) Amount payable on December 31, 2004 represents 
the monthly distribution paid January 15, 2005. 
Prior year’s amount payable represents the 
quarterly distribution paid on February 15, 2004. 


Long-term debt 7,900 Increase due to funding JFP construction. 


Minority interest in Partnership (8,859) Decrease due to election made by Expansion 
Unitholders to exchange their minority interest 
ownership in TGLLP for Partnership units. 


Unitholders’ equity 68,975 Increase due to Partnership unit offering of 
August 19, 2004 which raised net proceeds of 
$50.5 million, election made by Expansion 
Unitholders to exchange their minority interest 
ownership in TGLLP for Partnership units 
recorded at $16.4 million, plus options exercised 
for cash plus net income, less unitholders’ 
distributions declared. 
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Liquidity and Capital Resources 


The following table summarizes the changes in cash flow for the year ended December 31, 2004 
compared to the year ended December 31, 2003: 


(in thousands of Canadian dollars) 2004 2003 Explanation 
Cash, beginning of period 4,231 4,438 
Cash provided by (used in): 


During 2004, the RET Complex contributed to 
operations for a full year and Taylor’s NGL 
pipelines contributed for the last four months 
of the year. 

During 2003, the increase in operating activities 
is largely due to the increase in trade payables 
from the commencement of Joffre Extraction 
Plant operations. 


Operating activities 16,811 = 12,117 


Financing activities 47,550 26,031 During 2004, net cash was primarily provided by 
the August public offering that raised $50.5 
million net to the Partnership, exercise of options 
for $1.9 million and long-term debt drawings of 
$7.9 million. These funds were used for the EDS 
acquisition and JFP construction expenditures. 
Distributions for this period used $12.8 million 
of cash. 


During 2003, net cash was primarily provided by 
the public offering that raised $42.4 million. 
Proceeds were used for the RET Complex 
acquisition and to reduce long-term debt which 
subsequently triggered a realized foreign 
exchange gain of $1.7 million, for a total debt 
reduction of $10.3 million. Net cash from the 
above activities was reduced by $6.1 million in 
cash distributions. 


Investing activities (63,162) (38,272) During 2004, the reduction in cash was the 
result of the $25.0 million EDS acquisition, 
$41.6 million for funding the construction of 
JFP, $5.6 million for expenditures at the RET 
Complex and at the Younger Extraction Plant, 
less $9.0 million of additions to non-cash working 
capital used in the construction of JFP. 


During 2003, the reduction in net cash was the 
result of the acquisition of the RET Complex in 
September 2003 plus accounts payable payments 
relating to Joffre Extraction Plant construction. 
Net cash was also reduced by capital 
expenditures at the Younger and Joffre extraction 
plants, net of joint-venture partners’ share of 
these same expenditures. 


Effect of exchange rate 


changes on cash (21) (83) Unrealized foreign exchange loss on U.S. dollar 
denominated cash balances. 


Cash, end of period 5,409 4,231 
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Working Capital and Cash Requirements 

At year-end 2004 the Partnership had a working capital deficit of $4.6 million compared to 
a positive working capital balance of $0.9 million in 2003. This deficit is largely the result of 
a cash call for $9.0 million owing by the Partnership for construction costs of JFP as at 
December 51, 2004. The Partnership has the debt capacity to make this payment. Due to the 
terms of the Partnership’s commercial contracts, the timing of cash collection occurs 
simultaneously with cash payments, thereby minimizing the Partnership’s requirement to 
maintain a significant working capital position. Any timing differences, whether short or 
long-term, are managed through the use of working capital or existing debt facilities. 


With the exception of those items disclosed, there are no known trends, events or 
uncertainties to indicate any impairment in the sources or uses of cash that would have a 
material effect on the financial condition of the Partnership. 


Commitments and Guarantees 
The Partnership has assumed various commitments, guarantees and contractual 
obligations in the normal course of its operations. 


For the year ended December 31, 2004, the Partnership has incurred costs of $41.6 million 
for the construction of JFP with respect to an agreement with NOVA Chemicals. Additional 
payments for the construction of JFP under this agreement are an estimated $13.4 million 
and are expected to be incurred during 2005. 


At December 31, 2004 obligations representing known future cash payments that are 
required under existing contractual arrangements are as follows: 


(in thousands of dollars except per unit amounts) 


Less than 1to3 4to5 After 5 
1 year years years years Total 
JFP construction 13,400 - - ~ 13,400 
Office and vehicle leases 440 SS) - ~ TAS 
Land leases 15 45 30 300 390 
Total commitments 5.855 378 30 300 14,563 


The Partnership has issued a guarantee to indemnify the vendor of the RET Complex with 
respect to potential third-party claims, such as environmental and tax. Due to the nature of 
the indemnifications, the maximum exposure under the agreement cannot be estimated. At 
December 31, 2004 management had not been notified of any claims. 


Debt Facilities 

As detailed below, at December 31, 2004, the Partnership had available debt facilities 
totaling $70.5 million, of which $27.9 million had been drawn and $0.6 million used to 
support letters of credit. 


On January 14, 2004 the Term Facility and the Younger Capital Project Facility were 
refinanced into a $26 million revolving credit facility with an extendible 364-day revolving 
period and a $2.0 million reducing term facility (collectively the Facilities). The Facilities 
bear interest at bankers’ acceptance rates plus stamping fees plus applicable margins. The 
margins and stamping fees vary depending on financial statement ratios and can range 
from 1.25 to 2.00 percent. 
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The revolving credit facility is subject to renewal on May 30, 2005 at which time it can be 
extended at the lender’s option for 364 days. If the revolving credit facility is not extended, 
the amount then outstanding is fully repayable on May 30, 2006. The reducing term facility is 
repayable in equal quarterly installments over a 14-year period commencing March 31, 2004. 
Each repayment results in a corresponding increase in the amount available under the 
revolving credit facility. 


On August 18, 2004, the Partnership arranged a non-revolving credit facility in the amount 
of $35 million to partially finance the construction of JFP (the JFP Facility). Interest on 
outstanding principal is payable at bankers’ acceptance rates plus stamping fees plus 
applicable margins totaling 2.00 percent until August 31, 2005 and 3.00 percent thereafter. 
Any amounts drawn from the JFP Facility are repayable January 1, 2006. Interest on the 
outstanding principal is payable at prime plus 0.75 percent until August 31, 2005 and 
prime plus 1.25 percent thereafter. At December 31, 2004, no amounts have been drawn on 
the JFP Facility. 


The Partnership also maintains a $7.5 million operating facility that bears interest at 
bankers’ acceptance rates plus stamping fees plus applicable margins totaling 1.25 percent. 
At December 31, 2004, the amount available under this facility was reduced by $0.6 million 
to support outstanding letters of credit. 


The above facilities are secured by a first fixed and floating charge debenture on all of the 
Partnership’s assets. 


Financing Activities 

To assist in financing its growth, the Partnership may issue additional units or borrow 
funds in the future to finance the Partnership’s capital expenditure requirements, 
acquisitions or for other reasons. 


On August 19, 2004 the Partnership closed an equity offering of 8,025,000 Partnership 
units at a price of $6.60 per unit. The offering raised net proceeds of $50.5 million after 
offering expenses and underwriters’ commission of $2.5 million. The proceeds of this 
offering were used to acquire EDS and to fund the initial construction payment for JFP. 
The remaining proceeds were used to reduce the Partnership’s existing bank debt in 
anticipation of future JFP construction cash calls that were issued during the fourth 
quarter of 2004. 


Off-balance sheet arrangements 
As at December 31, 2004, the Partnership did not have any off-balance sheet arrangements. 


Risk Factors and Risk Management 


Readers of the Partnership’s annual report should carefully consider the risks described 
under the heading “Risk Factors’ in the Partnership’s Annual Information Form. In 
addition, readers should also consider the following additional risks: 


Business Risks 


The Partnership’s NGL extraction, natural gas processing, pipeline and marketing 
operations are exposed to a number of risks that can significantly affect its financial 
results. These include internal risks such as operational and production risks, and external 
influences such as fluctuations in commodity prices, foreign exchange, interest rates, 
government regulations, taxes and environmental and safety concerns. The Partnership 


has structured business arrangements to mitigate the effect of certain of these risks on the 
Partnership’s revenues and distributions. 
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Business arrangements include long-term sales agreements with EnCana for Younger 
Extraction Plant production and with NOVA Chemicals for a significant portion of Joffre 
Extraction Plant production. The Partnership has also entered into long-term transportation 
agreements with NOVA Chemicals for its use of EDS and JFP to transport NGL. 


The Partnership has diversified revenues by developing businesses that have different risk 
profiles. These profiles include a return-on-capital-derived fixed fee, fee-for-service and 
performance-based profit share income. The fixed-fee income is related to capital spent, 
whereas fee-for-service income and profit share income are sensitive to the volume produced 
or processed and operating expenses incurred. 


Commodity Price 

The Joffre Extraction Plant has been designed to allow the selective rejection of either ethane 
or C3+. If NGL margins are poor, the Joffre Extraction Plant can simply not recover the Cz+ 
product, and thereby not incur the associated feedstock costs. Similarly, if NOVA Chemicals 
does not require ethane, the Joffre Extraction Plant can leave the ethane in the natural gas 
stream, and continue to extract Cz+, with no effect on the fixed fee received from NOVA Chemicals. 


Credit Risk 

A significant portion of revenue from the Younger Extraction Plant is received from a single 
customer, EnCana, under the NGL Purchase Agreement. Similarly, a significant portion of 
revenue from the Joffre Gas Liquids Limited Partnership is received from a single customer, 
NOVA Chemicals, under the Ethane Supply Agreement, the EDS Transportation Agreement 
and the JFP Transportation Agreement. The remaining portion of the Partnership’s accounts 
receivable are with joint-venture partners in the oil and natural gas industry and are subject 
to normal industry credit risks. 


In the event that EnCana or NOVA Chemicals is unable to fulfill its obligations under the above 
agreements, the Partnership’s net operating income may be significantly negatively affected. 


Agreements Have Limited Terms 

Both the EDS Transportation Agreement and the JFP Transportation Agreement have initial 
terms of 12 years. NOVA Chemicals cannot selectively cancel only one of the agreements after 
the initial term. If these agreements are not extended, the Partnership may not be able to 
find alternative revenue-generating uses for EDS or JFP. 


Reinvestment Risk 

Both the EDS Transportation Agreement and the JFP Transportation Agreement give NOVA 
Chemicals the right to purchase EDS and JFP at the end of the initial 12-year term for a price 
based on 30-year straight-line depreciation, subject to a floor price. NOVA Chemicals cannot 
selectively purchase only one of EDS or JFP. If NOVA Chemicals exercises this right, the 
Partnership may not be able to find alternative investments for the funds paid to the 
Partnership by NOVA Chemicals. 


Interest Rates 

Interest rates are currently at historically low levels. An increase in interest rates will increase 
the Partnership’s borrowing expense and reduce the amount of Cash Available for 
Distribution. These increases will be partially offset because higher interest rates result in 
increased revenue to the Partnership under the NGL Purchase Agreement, the Ethane Supply 
Agreement, the EDS Transportation Agreement and the JFP Transportation Agreement. To 
manage its exposure to movements in interest rates, the Partnership matches interest expense 
with its interest-rate sensitive revenue streams by using floating-rate debt and interest rate swaps. 
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Foreign Exchange 

The Partnership is exposed to foreign currency fluctuations because the return-on-capital-charge 
revenue that is paid to the Partnership under the NGL Purchase Agreement is paid in U.S. 
dollars. Fluctuations in exchange rates between the U.S. and Canadian dollar will therefore 
impact revenue. To manage its exposure to movements in foreign exchange rates, the 
Partnership uses derivative financial instruments whereby the principal amount of the 
instrument in U.S. dollars approximates the U.S. dollar denominated return-on-capital-charge. 


Derivative Financial Instruments 

The Partnership uses derivative financial instruments such as collars and swaps to manage 
exposure to fluctuations in foreign currency exchange rates and interest rates. The Partnership 
does not utilize derivative financial instruments for trading or speculative purposes. 


At December 31, 2004 the Partnership had an interest-rate swap in place on a portion of its 
debt, commencing February 1, 2005 and maturing February 1, 2010. This term matches the 
initial period for which the fixed fee paid to the Partnership under the EDS and JFP 
transportation agreements is constant. After this initial period, the fixed fee is adjusted for 
increases in interest rates, based on the then-current interest rates. The principal amount of 
the interest-rate swap approximates the Partnership’s debt associated with EDS and JFP. 


At December 31, 2004 the Partnership had fixed the exchange rate on the portion of revenue 
that is U.S.-dollar denominated by entering into a costless collar arrangement, which 
commences January 24, 2005 and expires on December 23, 2005. 


The above derivative financial instruments are disclosed in note 15 of the Partnership’s 2004 
audited consolidated financial statements. 


Selected Annual Information 


2004 2003 2002 
Total revenue 140,174 116,149 85,087 
Net income 12,047 3,509 4,053 
Basic per unit 0.52 0.31 0.41 
Diluted per unit 0.52 0.30 0.41 
Total assets 231,707 154,762 127,218 
Total long-term liabilities 29,599 30,329 41,818 
Cash distributions declared per unit 0.495 0.520 0.450 
Cash distributions paid per unit 0.580 0.520 0.440 


Increases in revenue, net income and total assets are due to Taylor’s continued growth. The 
relatively stable long-term liabilities over the past three years indicate that Taylor’s growth 
has been achieved prudently by maintaining an appropriate debt level. 


Cash distributions declared during 2004 represent three quarterly distributions and one 
monthly distribution, for a combined ten months of distributions. The cash distributions 
declared during 2002 and 2003 represent four quarterly distributions in each year. 


2004 Annual Report TAYLOR NGL Limited Partnership 


Management’s Report to the Unitholders 


Taylor Gas Liquids Ltd., as general partner of Taylor NGL Limited Partnership, is responsible 
for the preparation of the financial statements and for the consistency therewith of all other 
financial and operating data presented in this annual report. The financial statements have 
been prepared in accordance with the accounting policies summarized in the Accounting 
Policies note. The financial statements are in accordance with Canadian generally accepted 
accounting principles appropriate in the circumstances and have been prepared within 
acceptable limits of materiality. The financial information contained elsewhere in the annual 
report has been reviewed to ensure consistency with that in the financial statements. 
Management maintains a system of internal accounting controls in order to provide reasonable 
assurance as to the reliability of the financial records and the safeguarding of assets. External 
auditors have examined the financial statements and have expressed their opinion on the 
statements. Their report is included with the financial statements. The Audit Committee of the 
Board of Directors, which is comprised of three independent directors, has discussed the 
financial statements with management and the external auditors. The financial statements 
have been approved by the Board of Directors on the reeommendation of the Audit Committee. 


Fal tha FA 


Robert J. Pritchard Barry O’Brien 
President and Chief Executive Officer Secretary and Chief Financial Officer 


February 1, 2005 


Auditors’ Report to the Unitholders 


We have audited the consolidated balance sheets of Taylor NGL Limited Partnership as at 
December 31, 2004 and 2003 and the consolidated statements of income and unitholders’ 
equity and cash flow for the years then ended. These financial statements are the responsibility 
of the Partnership's management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, 
the financial position of the Partnership as at December 31, 2004 and 2005 and the results of its 
operations and its cash flow for the years then ended in accordance with Canadian generally 
accepted accounting principles. 


KANG, 2 


Chartered Accountants 
Calgary, Canada 
February 1, 2005 
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Consolidated Balance Sheets 


As at December 31, 2004 2003 
(Stated in thousands of dollars) (restated — note 2) 
ASSETS: 
Current assets: 
Cash and cash equivalents $ 5.409 $ 4.231 
Accounts receivable 10.691 8,992 
Prepaid expenses and interest 298 APA 
16.3598 13,255 
Capital assets (note 4) 215.309 141,507 
$ 251.707 $ 154,762 
LIABILITIES AND UNITHOLDERS’* EQUITY: 
Current habilities: 
Accounts payable and accrued liabilities $ 18,596 $ 9,064 
Unitholders’ distributions payable 1,487 2,520 
Due to Manager (note 12) 457 104 
Market value of financial instruments (note 15) 405 - 
Advance from joint-venture partner (note 4) — 375 
Due to limited partners (note 7) - 282 
21.045 12,345 
Long-term debi (note 5) 27.300 20,000 
Asset retirement obligations (note 6) 1.540 1,111 
Minority interest in Partnership (note 7) 359 9,218 
30.644 42.674 
Unitholders’ equity (note 8) 181.063 112,088 
Insurance claims and contingencies (note 3) 
Commitments (note 14) 
$ 231.707 $ 154,762 


See accompanying notes to consolidated financial statements. 


Approved by the Board: 


\ 3 — / Eda 


DONALD J. NELSON ROBERT J. PRITCHARD 


Director Director 


port TAYLOR NGL Limited Partnership 


Consolidated Statement of Income and 


Unitholders’ Equity 


Years ended December 31, 
(Stated in thousands of dollars except per unit amounts) 


2008 | 


2003 


(restated — note 2) 
REVENUE: 
Natural gas liquids sales $ 111,314 S 9 L05,579 
Fee income 26,537 10,054 
Insurance recovery (note 3) 1,880 - 
Other 443 noe 
140,174 116,149 
EXPENSES: 
Shrinkage gas 92,946 88,368 
Operating costs 23,622 15,910 
Depreciation and accretion 5,801 4,045 
Overhead recovery fees (note 12) 2,357 1,536 
Administration (note 12) 1,303 810 
Interest 922 1,556 
Management fees (note 12) 700 253 
Limited partner distributions (note 7) 22 isfy bs 
Realized foreign exchange loss (gain) 28 (15252) 
Unrealized interest expense and 
foreign exchange loss (note 15) 426 83 
128,127 112,640 
Net income 12,047 3,509 
Unitholders’ equity, beginning of year 112,088 Ho 74 HE 
Units issued (notes 7 and 8) 68,783 42,503 
Unitholders’ distributions declared (11,855) ey) 
Unitholders’ equity, end of year $ 181,063 $ 112,088 


Net income per Unit (note 10): 
Basic 
Diluted 


See accompanying notes to consolidated financial statements. 
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Consolidated Statement of Cash Flow 


Years ended December 31, 2004 
(Stated in thousands of dollars) 


CASH PROVIDED (USED IN): 


OPERATIONS: 
Net income $ 12,047 
Depreciation and accretion 5,801 


Deferred performance-based 
revenue amortization (375) 
Unrealized interest expense and 
foreign exchange loss 426 
Realized foreign exchange 
gain on U.S. dollar debt (note 8) - 


Change in non-cash working capital (note 16) (1,088) 


2003 


(restated — note 2) 


$ 


FINANCING: 


3,509 
4,045 


(375) 
83 

(1,658) 
5,604 


6,515 
12,197 


Units issued for cash, net of issue costs 52,354 42,503 
Unitholders’ distributions paid (12,787) (6,052) 
Long-term debt 7,900 (10,371) 
Limited partner contributions 365 1 
Due to limited partners (282) (50) 
47,550 26,031 
INVESTMENTS: 
Capital recovery (expenditures) 
Capital expenditures (47,168) (22255) 
Acquisitions (note 4) (25,001) (31,576) 
Change in non-cash investing 
working capital (note 16) 9,007 (3252) 
Reimbursement of capital 
by joint-venture partners =a 789 
(63,162) (38,272) 
Effect of exchange rate changes on cash (21) (85) 
Change in cash and cash equivalents 1,178 (207) 
Cash and cash equivalents, beginning of year 4,231 4,438 
Cash and cash equivalents, end of year $ 5,409 $ 4,231 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 


Years ended December 31, 2004 and 2003 
(Tabular amounts are stated in thousands of dollars except unit amounts) 


1. ORGANIZATION 

Taylor NGL Limited Partnership (the “Partnership”) was formed on August 16, 2000 whereby the 
Partnership became the sole holder of Base Partnership Units and Class C Expansion Units of 
the Taylor Gas Liquids Limited Partnership (the “TGLLP”), which has an interest in the Younger 
Extraction Plant located at Taylor, British Columbia. Previously, the Partnership was an 
unincorporated trust, Taylor Gas Liquids Fund (the “Fund”), which was formed under the laws 
of the Province of Alberta pursuant to a Trust indenture dated May 15, 1996. The general 
partner of the Partnership is Taylor Gas Liquids Ltd. (“General Partner”), while the limited 
partners are the public, holding Partnership units (the “Units” or “Unit”). 


On December 31, 2001, Joffre Gas Liquids Limited Partnership (“JGLLP”) was formed to be the 
holder of the Partnership’s 50 percent interest in the Joffre Ethane Extraction Plant (the “Joffre 
Extraction Plant”). On August 19, 2004, JGLLP acquired a natural gas liquids pipeline, the 
Ethylene Delivery System (“EDS”) and commenced funding construction of a second natural gas 
liquids pipeline, the Joffre Feedstock Pipeline (“JFP”). Both pipelines and the Joffre Extraction 
Plant are located in Alberta. The Partnership owns 99.99 percent of JGLLP. 


On September 4, 2003, Taylor Gas Processing Limited Partnership (“TGPLP”) acquired an 
interest in the Retlaw, Enchant and Turin gas processing plants and their related gathering 
systems located near Lethbridge, Alberta (collectively the “RET Complex”). The Partnership 
owns 99.99 percent of TGPLP. 


Collectively, TGLLP, JGLLP and TGPLP are known as the “Operating Partnerships”. 


As at December 31, 2004, the general partner of the Operating Partnerships is Taylor 
Management Company Inc. (the “Manager”). The Manager has a 0.01 percent partnership 
interest in the Operating Partnerships. Pursuant to the terms of the Unanimous Shareholders 
Agreement of the General Partner, the Manager is entitled to select one nominee to act as a 
director of the General Partner. 


Under the 2001 Administration Agreement among the General Partner, the Manager and the 
Partnership (the “Administration Agreement”), the Manager is entitled to a management fee 
equal to 2.75 percent of cash available for distribution of the Partnership and a performance 
compensation fee if cash available for distribution of the Partnership exceeds 70 cents per Unit 
per year. The Administration Agreement has a five-year term commencing January 1, 2001. In 
addition, the Manager is entitled to the overhead charges recovered by the Operating Partnerships 
pursuant to applicable agreements. Any difference between the overhead charges recovered and 
the actual administration costs incurred by the Manager is credited to the Partnership. 


2. SIGNIFICANT ACCOUNTING POLICIES 


Basis of presentation 
These consolidated financial statements include the accounts of the Operating Partnerships, the 


General Partner and the Fund. 
Certain comparative figures have been reclassified to conform to the current period’s 
presentation and to comply with the changes in accounting policies implemented during 2004, 


as indicated herein. 
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Estimates 

The preparation of financial statements in conformity with Canadian generally accepted 
accounting principles requires management to make estimates and assumptions that affect the 
reported amounts. These estimates are subject to uncertainty and may impact the financial 
statements of future periods 


Revenue 

All natural gas liquids (“NGL”) produced by TGLLP at the Younger Extraction Plant are sold at 
the outlet of the plant under a long-term marketing agreement (the ““NGL Purchase Agreement’) 
with EnCana Corporation (““EnCana’”’). Pursuant to the terms of the NGL Purchase Agreement, 
TGLLP’s revenue is based on a return on capital, recovery of operating costs and natural gas 
costs and a 50 percent share of the proceeds received from the final sale of NGL by EnCana net 
of all costs (the “Marketing Pool”). If the proceeds on the sale of NGL do not exceed costs then 
future net proceeds will only accrue to TGLLP after the deficiency is retired. During 2004, the 
$3.0 million Marketing Pool deficit balance as at December 31, 2003 was retired and the 
Marketing Pool provided $0.4 million, net to TGLLP. The Marketing Pool balance was estimated 
to be nil as at December 31, 2004. 


If the Marketing Pool deficiency is greater than $1.75 million gross at two consecutive calendar 
year ends, EnCana has the right to terminate the NGL Purchase Agreement by giving notice to 
the Partnership during the first 60 days of the following calendar year and remit a significant 
termination payment. As the Marketing Pool is estimated to have a nil balance at December 31, 2004, 
EnCana does not currently have the right to terminate the NGL Purchase Agreement. 


The Partnership began operations at the Joffre Extraction Plant in the first quarter of 2003. The 
plant is owned by the Partnership (50 percent) and AltaGas Operating Partnership (“AltaGas’’) 
(50 percent). The ethane produced at the Joffre Extraction Plant is sold at the outlet of the plant 
under a long-term sales agreement (the “Ethane Supply Agreement’’) with NOVA Chemicals 
Corporation (“NOVA Chemicals”). Pursuant to the terms of the Ethane Supply Agreement, the 
sales price is based on a return-on-capital charge and a recovery of the operating costs attributed 
to the production of ethane. The remaining NGL (“Propane-Plus”) produced at the Joffre 
Extraction Plant are sold into the Alberta market at prevailing prices. The Partnership’s share of 
revenue received under the Ethane Supply Agreement and sale of Propane-Plus is included in 
NGL sales. Shrinkage costs and operating costs, net to the Partnership, are included in expenses 
as shrinkage gas and operating costs, respectively. 


Revenue for processing services at the RET Complex is recorded as the services are rendered. 
Processing fees that are a function of volumes processed are recognized in the period in which 
the processing occurs. Fees which are not directly related to volumes processed, such as capital 
recovery, are recognized at stipulated rates over the contract periods. Fees derived from the 
recovery of operating expenses are recognized in the period in which the expenses are incurred. 


The payments made to the Partnership for the use of EDS and JFP are paid by the sole shipper, 
NOVA Chemicals, under a long-term transportation agreement. The revenue received is the sum 
of a fixed transport-or-pay fee and the full recovery of actual costs incurred in operating EDS and 
JFP, and is included as fee income. Revenue earned in 2004 in respect of EDS was $1.9 million. 
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Capital assets 
The Younger Extraction Plant is depreciated over a 40-year period, commencing July 1996, using 


the straight-line method of depreciation. The Joffre Extraction Plant uses the same method of 
depreciation commencing January 2003. 


The RET Complex is depreciated over a 25-year period, commencing September 1, 2003, using 
the straight-line method. Included in the RET Complex capital assets is $1.0 million of intangible 
assets assigned to the natural gas processing contracts that were in place at the date of purchase 
of this facility. Amortization of the intangible assets is provided for on a straight-line basis over 
three years representing the period wherein the majority of the expected revenues from these 
contracts will be realized by the Partnership. 


The EDS pipeline is depreciated over a 25-year period, commencing September 1, 2004, using 
the straight-line method. The JFP pipeline will be depreciated over a 40-year period, using the 
straight-line method, when commercial operations begin. 


Capital assets are recorded at cost less depreciation, net of any impairment in the carrying 
amount. Repairs and maintenance costs are expensed in the period incurred. 


Asset retirement obligations 

Effective January 1, 2004 the Partnership adopted CICA Handbook section 3110 “Asset 
Retirement Obligation”, whereby the fair value of future asset retirement obligations (“ARO”) is 
assessed. The ARO balance reflects the estimated net present value of the future obligations. 
This change in accounting policy was adopted retroactively with restatement of prior periods 
presented for comparative purposes. There was no impact on the Partnership’s cash flow as a 
result of adopting this new policy. 


The fair value of the estimated ARO is recorded as a long-term liability, with a corresponding 
increase in the carrying amount of the related asset. The capitalized ARO amount for a 
particular asset is depreciated on a straight-line basis over the life of such asset. The long-term 
liability amount typically increases each reporting period due to accretion. Revisions to the 
estimated timing of cash flows or to the estimated undiscounted cost would also result in an 
increase or decrease to the ARO. Actual costs incurred upon settlement of the ARO are charged 
against the ARO to the extent of the liability recorded. Any difference between the actual costs 
incurred upon settlement of the ARO and the recorded liability is recognized as a gain or loss in 
the Partnership’s net income in the period in which the settlement occurs. 


The previously reported amounts for 2003 have been restated due to the retroactive application 
of this new standard. Net income for the year ended December 31, 2003 decreased by $64,000 
and income per Unit decreased by $0.01, basic and diluted (year ended December 51, 2002 - 
decrease of $47,000 or $0.01 per Unit, basic and diluted). The ARO increased by $0.9 million, 
capital assets increased by $0.6 million and unitholders’ equity decreased by $0.3 million as at 
December 31, 2003. Opening 2003 unitholders’ equity decreased by $0.2 million as a result of 
adopting the new standard. 
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Income taxes 

Pursuant to the August 16, 2000 restructuring of the Fund to a limited partnership, the income 
of the Partnership is taxed at the partner level. As a result, provisions for income and capital 
taxes are not made by the Partnership. 


Partnership Unit-based compensation plan 

Effective January 1, 2004, the Partnership adopted the fair value method to account for options 
granted to employees and directors. This change in accounting policy was adopted retroactively; 
however, the 2003 and 2002 financial statements were not restated, as the fair value of Partnership 
Unit-based compensation in 2003 and 2002 was not significant. Under the fair value method, the 
fair value of the options is estimated at the grant date using the Black-Scholes option pricing 
methodology and such fair value is expensed over the vesting period, with a corresponding 
increase in contributed surplus. 


Any consideration received by the Partnership upon the exercise of options is recorded as an 
increase in unitholders’ capital. 


Foreign currency 

Monetary assets and liabilities denominated in foreign currencies are translated at exchange 
rates in effect at the balance sheet date. Revenues and expenses are translated at rates of 
exchange in effect at the transaction date. Exchange gains and losses are recorded in income in 
the period in which they are incurred. 


Cash and cash equivalents 
Cash and cash equivalents include short-term investments with terms to maturity of three 
months or less when purchased. 


Derivative financial instruments 

The Partnership uses derivative financial instruments such as collars and swaps to manage 
exposure to fluctuations in foreign currency exchange rates and interest rates, as described in 
note 15. The Partnership does not utilize derivative financial instruments for trading or 
speculative purposes. Management is required to obtain approval from the Audit Committee of 
the General Partner prior to entering into derivative financial instruments. The Partnership 
uses the fair value method for reporting derivative financial instruments whereby a derivative 
financial instrument is recorded as an asset or a liability on the balance sheet, and changes in 
the fair value relating to a financial period can either reduce or increase net income and net 
income per Unit for that period. 


Employee pension plan 

The Partnership has a defined benefit pension plan for unionized Younger Extraction Plant 
employees. The cost of pension benefits earned by such employees in the defined benefit plan is 
charged to income as services are rendered using the projected benefit method prorated for 
service. The cost of the defined benefit plan is based on management’s estimate of the future 
rate of return on the fair value of pension plan assets, salary escalations, mortality and other 
factors affecting the payment of future benefits. If adjustments in excess of ten percent of the 
greater of the accrued benefit obligation and the fair value of plan assets at the beginning of the 
year are required due to plan amendments, changes in assumptions or experience, the resulting 
gains and losses would be amortized over the expected remaining average service life of the 
employee group. If the defined benefit pension plan is terminated and not replaced by a 
successor-defined benefit plan, the Partnership will account for a curtailment first and then a 
settlement, whenever a curtailment and a settlement occur at the same time. 
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Per Unit information 

Basic net income per Unit is calculated on the basis of the weighted-average number of Units 
outstanding during the year. Diluted net income per Unit is calculated based on the quarterly 
average of the number of Units that would have been obtained upon exercise of options to 
purchase Units at the quarterly average market close price. 


3. INSURANCE CLAIMS AND CONTINGENCIES 

On October 25, 2004, the owners of the Younger Extraction Plant, along with certain other 
parties, settled insurance claims that arose from the 1999 plant outage. In exchange for the 
assignment of lawsuits for losses incurred as a result of the outage, the Partnership received 
$2.4 million, net of expenses, of which $0.5 million was in respect of capital assets and recorded 
as a reduction of capital assets and $1.9 million was in respect of business interruption coverage, 
and accordingly has been included in revenue for the year ended December 31, 2004. 


With this settlement, the Partnership has resolved all claims and litigation actions with respect 
to the 1999 outage, with the exception of one remaining claim. Management believes that this 
$5.8 million claim against several parties, including the Partnership, will not be successful. In 
the event that the claim is successful, the Partnership’s liability insurance is sufficient to cover 
the Partnership’s portion of such claim. 


4. CAPITAL ASSETS 


2004 2003 
Younger and Joffre Extraction Plants, 
EDS and RET Complex $ 197,789 $ 159,916 
Accumulated depreciation (24,644) (als y470)) 
173,145 140,645 
JFP construction-in-progress costs 41,625 ~ 
Intangible assets, net of accumulated amortization 
of $461,000 (2003 - $138,000) 539 862 
$ 215,309 $ 141,507 


Interest and financing fees of $0.7 million were capitalized during the year (2003 - $0.9 million). 


Under a joint-venture agreement, JGLLP and AltaGas each own 50 percent of the Joffre 
Extraction Plant. AltaGas has reimbursed JGLLP for 50 percent of the costs to complete the Joffre 
Extraction Plant and subsequent additions. As part of this reimbursement, AltaGas paid $1.5 million 
to JGLLP, subject to repayment under certain conditions relating to the completion of construction 
and commercial operations of the Joffre Extraction Plant. As at December 31, 2004, all conditions 
have been met, resulting in $375,000 being recognized as revenue during 2004 (2003 - $375,000) 
and $750,000 as a reduction to capital assets in 20053. 
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On September 4, 2003, the Partnership acquired the RET Complex for cash consideration of 
$31,576,000, including transaction costs of $1,076,000. The acquisition is summarized as follows: 


Capital assets $ 30,816 
Intangible assets 1,000 
Asset retirement obligations (240) 

$ 31,576 


SS 
The RET Complex acquisition was financed by a $30.5 million bridge loan facility that bore 
interest at the prime rate plus one percent. The facility was repaid from proceeds of the 

October 17, 2003 Unit offering (see note 8). 


On August 19, 2004, the Partnership acquired EDS for $25.0 million and made an initial 
payment of $20.0 million to fund the construction of JFP. As at December 31, 2004, the 
Partnership has incurred $41.6 million in JFP construction costs. 


5. LONG-TERM DEBT 


2004 2003 

Revolving credit facility $ 25,938 $ - 
Reducing term facility 1,962 - 
Term facility = 20,000 
$ 27,900 $ 20,000 


On January 14, 2004, the Term Facility and the Younger Capital Project Facility were refinanced 
into a $26.0 million revolving credit facility with an extendible 364-day revolving period and a 
$2.0 million reducing term facility (collectively the “Facilities”). The Facilities bear interest at 
bankers’ acceptance rates plus stamping fees plus applicable margins. The margins and stamping 
fees vary depending on financial statement ratios and can range from 1.25 percent to 2.00 percent. 


The revolving credit facility is subject to renewal on May 30, 2005 at which time it can be 
extended at the lenders’ option for 364 days. If the revolving credit facility is not extended, the 
amount drawn is fully repayable on May 30, 2006. The reducing term facility is repayable in 
equal quarterly installments over a 14-year period commencing March 31, 2004, with each 
repayment resulting in a corresponding increase in the amount available under the revolving 
credit facility. At any time the total amount available under the Facilities will be $28 million. 


The Partnership also maintains a $7.5 million operating facility that bears interest at bankers’ 
acceptance rates plus stamping fees plus applicable margins totaling 1.25 percent. As at 
December 31, 2004, the amount available under this facility was reduced by $0.6 million to 
support outstanding letters of credit. 


On August 18, 2004, the Partnership arranged a non-revolving credit facility in the amount of 
$35.0 million to partially finance the construction of JFP (the “JFP Facility”). Any amounts 
drawn from the JFP Facility are repayable on January 1, 2006. Interest on outstanding principal 
is payable at bankers’ acceptance rates plus stamping fees plus applicable margins totalling 
2.00 percent until August 31, 2005 and 3.00 percent thereafter. As at December 31, 2004, no 
amounts have been drawn on the JFP Facility. 


The above facilities are secured by a first fixed and floating charge debenture on all of the 
Partnership’s assets. 


The average annual effective interest rate on the Partnership’s debt for 2004 was 4.5 percent 
(2003 - 4.9 percent). 
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6. ASSET RETIREMENT OBLIGATIONS 

The asset retirement obligations were determined by management based on the estimated future 
costs to reclaim and abandon the Partnership’s facilities. The Partnership has estimated the net 
present value of its total asset retirement obligations as at December 31, 2004 to be $1.3 million 
(2003 - $1.1 million) based on a total future liability of $36.6 million (2003 - $34.6 million), 
excluding salvage values. The earliest of these payments is not expected before 2029, with the 
majority not expected to begin until 2043. 


The Partnership’s credit-adjusted risk-free rate of 9 percent and an inflation rate of 1.5 percent 
were used to calculate the present value of the asset retirement obligation. The following table 
reconciles the Partnership’s total asset retirement obligation: 


2004 2003 

Asset retirement obligations, beginning of year” $ 1,111 $ Owi2 
Increase in liabilities during the year 125 470 
Accretion expense 104 69 
$ 1,540 $ 1111 


7. MINORITY INTEREST AND LIMITED PARTNERS DISTRIBUTIONS 

The limited partners of TGLLP, other than the Partnership (the “Expansion Unitholders”), are 
entitled to exchange their TGLLP Units (“Expansion Units”) for that number of Units which had 
the same aggregate cash entitlement over the preceding four quarters as the aggregate cash 
distributions received by them as TGLLP limited partners. 


On March 18, 2004, pursuant to this annual right, the Expansion Unitholders elected to 
exchange their Expansion Units for units of the Partnership, effective January 1, 2004. As a result 
of the exchange, the Partnership issued 2,433,839 Units to the Expansion Unitholders in 
exchange for their ownership in TGLLP and related return-on-capital-derived revenue from 
EnCana pursuant to the NGL Purchase Agreement. In addition, the Partnership also received 
entitlement to that portion of the distributions attributable to 26.75 percent of Younger 
Extraction Plant production in excess of the 8,000 barrels per day of propane, butane and 
condensate, which was estimated to be the plant capacity as at the time of the acquisition of the 
Younger Extraction Plant. The exchange increased unitholders’ equity by $16.5 million, 
decreased minority interest in the Partnership by $9.2 million and increased capital assets by 
$7.3 million. 


As a result of the above exchange, TGLLP has only two partners, which are the Partnership and 
the Manager. The Manager continues to be an Expansion Unitholder and has the option to 
contribute 26.75 percent of any future capital expenditures incurred by TGLLP in return for 
Expansion Units of TGLLP. The Manager has contributed capital of $359,000 and received 
distributions of $22,000 for the twelve months ended December 31, 2004. 


8. UNITHOLDERS’ EQUITY 


2004 2003 

Unitholders’ capital $ 194,364 es PAS ot op 
Accumulated income 46,556 34,509 
Accumulated distributions —__ (59,857) (48,002) 
$ 181,063 $ 112,088 


The Partnership is authorized to create and issue an unlimited number of Units. 
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Number of 

Units Amount 
Balance, December 31, 2002 GV (An CMS $ (,200 
Net income for the year 3,509 
Unitholders’ distributions declared (Get) 
Units issued on exercise of options 33,050 125 
Units issued on offering of October 17, 2003 8,250,000 44,963 
Issue expenses (2,585) 
Balance, December 31, 2003 18,005,763 112,088 
Net income for the year 12,047 
Unitholders’ distributions declared (11,855) 
Units issued on exercise of options 398,350 1,852 
Units issued on minority interest exchange (note 7) 2,433,839 16,429 
Units issued on offering of August 19, 2004 8,025,000 52,965 
Issue expenses (2,463) 
Balance, December 31, 2004 28,862,952 $ 181,063 


On October 17, 2003, the Partnership closed an equity offering of 8,250,000 Units at a price of 
$5.45 per Unit, for gross proceeds of $45.0 million (net $42.4 million after offering expenses and 


underwriters’ commission of $2.6 million). The proceeds of this offering were used to repay the 
bridge loan facility that was drawn to fund the September 4, 2003 acquisition of the RET 


Complex. The remaining proceeds were used to repay the Partnership’s existing U.S.-dollar 


denominated bank debt. The repayment of the U.S.-dollar denominated bank debt resulted in a 
foreign exchange gain of approximately $1.7 million, offset by a foreign exchange loss of $0.4 


million on U.S.-dollar denominated cash that was held by the Partnership. 


On August 19, 2004, the Partnership closed an equity offering of 8,025,000 Units at a price of 
$6.60 per Unit, for gross proceeds of $53.0 million (net $50.5 million after offering expenses and 
underwriters’ commission of $2.5 million). The proceeds of this offering were used to purchase 
EDS, make an initial construction funding payment for JFP and to reduce indebtedness. 


9. UNIT OPTION PLAN 


The Unit option plan provides for the issuance of options to employees and directors of the 
General Partner, excluding management, to acquire Units. The number of Units reserved was 
limited to 1,283,650 as at December 31, 2004. The options expire at various dates ending 


December 9, 2009. 
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The following tables summarize information about Unit options as at December 31, 2004 and 2003: 


2004 2003 
Average Average 
Exercise Exercise 
Options Price Options Price 
Outstanding, beginning of year 523,750 $ 4.78 524,550 $ 4.73 
Granted 56,500 7.81 109,750 5.36 
Exercised (398,350) 4.65 (33,050) ates 
Expired (400) 3.79 (77,500) Sagal 
Outstanding, end of year 181,500 $ 6.01 BY T0510) $ 4.78 
Exercisable, end of year 100,750 $ 5.00 463,375 $ 4.66 
Number Number Weighted Average 
Exercise Price Outstanding Exercisable Remaining Life (years) 
$ 4.34 16,500 16,500 2.9 
4.65 20,000 20,000 ileal 
4.85 40,000 40,000 3.4 
DIG 48,500 24,250 Ay) 
7.81 56,500 - 4.9 
$ 4.34 to $ 7.81 181,500 100,750 One, 


The employees of the Younger Extraction Plant and Joffre Extraction Plant and the RET Complex 


were issued 56,500 options on December 8, 2004 at a strike price of $7.81 per option which was 


equal to the market closing price of the Units on that same date. At the date of granting, these 
options had an estimated fair value of $46,556 which will be recognized in income over the two- 


year vesting period. The fair value of these options was estimated based on the Black-Scholes 

option pricing methodology using an expected risk-free interest rate of 4.25 percent, a dividend 
yield of 8.3 percent, a five-year maturity and a volatility factor of 26.47. Compensation expense 
for 2004 related to the granting of these options was not significant. 


10. INCOME PER UNIT 


The following table summarizes the computation of net income per Unit: 


Numerator: 
Net income 


Numerator for basic income per Unit 


Numerator for diluted income per Unit 


Denominator: 


Weighted-average denominator for basic Units 


Dilutive Unit options 


Denominator for diluted income per Unit 


Basic income per Unit 
Diluted income per Unit 


2004 2003 

$ 12,047 $ 3,509 
$ 12,047 ¢ 3,509 
$ 12,047 $ 3,509 
22,971,358 11,491,985 
118,511 62,490 
23,089,869 11,554,475 
$ 0.52 $ 0.31 
$ 0.52 $ 0.30 
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11. PENSION PLAN 
The Partnership has a pension plan covering its unionized employees at the Younger Extraction 
Plant. The plan provides employee pensions based on length of service and the highest 


consecutive three years of average earnings. 


As at December 31, 2004, the market value of the assets of the plan was $1.6 million 

(2003 - $1.1 million). The estimated actuarial present value of the associated liabilities as at 
December 31, 2004 was $1.5 million (2003 - $1.2 million). The significant actuarial assumptions 
adopted in measuring the accrued benefit obligations for 2004 were a discount rate of 6.5 percent 
(2003 - 6.5 percent), expected long-term rate of return on plan assets of 6.5 percent per annum 
(2003 - 6.5 percent) and a rate of compensation increase of 4.0 percent per annum (2003 - 

4.0 percent). 


The Partnership’s contributions to the plan during the year ended December 31, 2004 were 
$0.1 million (2003 - $0.1 million) and benefits paid during 2004 were $0.03 million (2003 - 
$0.01 million). 


12. MANAGEMENT FEES AND OVERHEAD RECOVERY FEES PAID TO MANAGER 

For the year ended December 31, 2004 management fees and overhead recovery fees paid to the 
Manager were $0.7 million (2003 - $0.3 million) and $2.4 million (2003 - $1.5 million), respectively. 
Within the expense for management fees, a performance compensation fee of $0.2 million (2003 - 
nil) has been recorded, as the Partnership generated cash available for distribution, as defined in 
the Administration Agreement, in excess of 70 cents per Unit during 2004. 


On behalf of the Partnership, the Manager operates the Partnership’s NGL extraction and 
natural gas processing facilities. For this service, the Manager charges an overhead recovery fee 
to the owners pursuant to the applicable agreements. The overhead recovery fees fund the 
administration costs of the Operating Partnerships and the Partnership. 


Pursuant to the Administration Agreement, if the overhead recovery fees exceed the actual costs 
of administering the Operating Partnerships and the Partnership, the excess is credited by the 
Manager to the Partnership. Excess overhead recovery fees payable by the Manager to the 
Partnership are applied as a reduction to the Partnership’s administration expenses. Subject to 
the same agreement, in the event that administration costs of the Manager are in excess of 
overhead recovery fees, the excess costs are payable by the Partnership to the Manager and 
result in an increase to the Partnership’s administration expenses. 


For the year ended December 31, 2004 the overhead recovery fees paid to the Manager exceeded 
the administration costs of the Manager by $0.2 million (2003 - $0.2 million). Hence, 
administration expenses of the Partnership were reduced during 2004, for a net administration 
expense of $1.3 million (2003 - $0.8 million). The amount due to the Manager from the 
Partnership as at December 31, 2004 was $0.5 million (2003 - $0.1 million). 


13. RELATED PARTY TRANSACTIONS 
On March 18, 2004, the Manager and Robert J. Pritchard, President and Chief Executive Officer 
of the General Partner, received 481,397 Units and 86,427 Units, respectively, as they were 


Expansion Unitholders, and elected to exchange their Expansion Units for units of the 
Partnership as disclosed in note 7. 
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14. COMMITMENTS 
The Partnership is committed to various lease payments for office space, vehicles and office 
equipment. Under the terms of the leases, the following future payments are required: 


2005 $ 440 
2006 PATEL | 
2007 43 
2008 A 

$ CUS 


As at December 31, 2004, future minimum lease payments for land use associated with the Joffre 
Extraction Plant were $15,000 for each of the years 2005 through 2033. 


As at December 31, 2004, the Partnership has incurred costs of $41.6 million for the construction 
of JFP with respect to an agreement with NOVA Chemicals. Additional payments for the 
construction of JFP under this agreement will be $13.4 million and are expected to be incurred 
during 2005. 


15. FINANCIAL INSTRUMENTS 


Interest rate risk 

At December 31, 2004, the Partnership had an interest-rate swap in place on a principal amount 
of $20 million whereby the Partnership receives a floating rate and pays a fixed rate of 4.41 percent 
starting February 1, 2005 and maturing February 1, 2010. The fair value of the swap at 
December 31, 2004 was recognized in income as unrealized interest expense of $0.4 million 
(2003 - not applicable) with an offsetting liability on the balance sheet. The Partnership and the 
provider of the interest-rate swap have early settlement options, in whole or in part, of the 
principal amount, which are currently in effect and exist until the maturity date. If either party 
exercises this option, the derivative financial instrument will be settled at the then-current 
market price. 


Foreign currency risk 

During the fourth quarter of 2004, the Partnership entered into a costless collar arrangement 
that has set the exchange rate on US$300,000 per month at various rates between US$0.815 to 
US$0.87 per Canadian dollar. The contract commences January 24, 2005 and expires on 
December 23, 2005. At December 31, 2004, the fair value of the costless collar was recognized in 
income as an unrealized foreign exchange loss of $29,000 (2003 - nil) with an offsetting liability 
on the balance sheet. The Partnership and the provider of the foreign currency collar have early 
settlement options, in whole or in part, of the principal amount, which are currently in effect 
and exist until the maturity date. If either party exercises this option, the derivative financial 
instrument will be settled at the then-current market price. 


Credit risk 

A significant portion of revenue from the Younger Extraction Plant is received from EnCana 
under the NGL Purchase Agreement. In addition, a significant portion of the Partnership’s 
revenue originates from commercial arrangements with NOVA Chemicals. The Partnership's 
commercial exposure to NOVA Chemicals is through the Ethane Supply Agreement and the EDS 
and JFP Transportation Agreements. In the event that EnCana and NOVA Chemicals are unable 
to fulfill the obligations under these agreements, the Partnership’s net income may be 


significantly negatively affected. 
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The EDS and JFP Transportation Agreements both have initial terms of 12 years. NOVA Chemicals 
cannot selectively cancel only one of the agreements after the initial term. NOVA Chemicals may 
therefore choose to allow both agreements to expire at the end of the initial term. 


At December 31, 2004, the accounts receivable from EnCana and NOVA Chemicals amounted to 
approximately 28 percent (2003 - 36 percent) of the accounts receivable. For the year ended 
December 31, 2004, 31 percent (2003 - 54 percent) of the Partnership’s NGL sales and fee income 
less shrinkage gas, operating costs and overhead recovery fees was earned from EnCana under 
the NGL Purchase Agreement and 21 percent (2003 - 21 percent) was earned from NOVA 
Chemicals under the Ethane Supply Agreement and the EDS and JFP Transportation Agreements. 


The RET Complex has credit exposure to a number of customers in the oil and gas industry 
under its operating and processing arrangements. These amounts are subject to normal industry 
credit risks. 


Fair value of financial instruments 

The carrying amounts of the Partnership's cash and cash equivalents, accounts receivable, 
accounts payable and accrued liabilities, due to Manager and due to limited partners 
approximate their fair values due to the near-term nature of these financial instruments. The 
carrying value of long-term debt approximates fair value as it bears interest at floating rates. 


16. SUPPLEMENTARY CASH FLOW INFORMATION 
The change in non-cash working capital from operations was comprised of: 


2004 2003 

Accounts receivable $ (1,699) $ ABUT 
Accounts payable and accrued liabilities 524 3.996 
Prepaid expenses (266) 61 
Payable to Manager 393 683 
$ (1,088) $ 6,513 


The change in non-cash working capital from investments was comprised of: 


2004 2003 
Accounts payable and accrued liabilities $ 9,007 $ (3,816) 
Accounts receivable - (5535) 
Prepaid expenses - Oil 
$ 9,007 $i t55252) 


Cash interest paid for the year ended December 31, 2004 was $1.1 million (2003 - $1.7 million). 


17. GUARANTEES 

The Partnership has entered into an agreement indemnifying a certain party with respect to 
potential third-party claims, such as environmental and tax, associated with the acquisition of 
the RET Complex. Due to the nature of the indemnifications, the maximum exposure under the 


agreement cannot be estimated. As at December 31, 2004, management has not been notified of 
any claims. 


2004 Annual Report TAYLOR NGL Limited Partnership 


Corporate Governance 


The general partner of Taylor NGL Limited Partnership is Taylor Gas Liquids Ltd., which 
is governed by a Board of Directors. The Board of Directors has ultimate responsibility for 
the management of the Partnership including the development of a strategic plan, 
identifying and controlling the principal risks of the Partnership and developing 
communications policies as well as internal control and management systems. The Board 
has seven directors. Six were nominated by the unitholders, and Taylor Management 


Company Inc. nominated the remaining director. 


In 2001 the Board convened an Audit Committee. The Committee has adopted a charter 
that clearly defines its responsibilities in the areas of external audit, internal controls, 


governance and financial reporting. 


The Board does not have a compensation committee or a nominating committee - the 


entire Board addresses matters in these areas. 


The general partner of the Partnership has entered into an Administrative Agreement 
with Taylor Management Company Inc. to provide management and administrative 
services. Taylor Management Company Inc. is reimbursed for actual costs incurred in 
performing these duties plus a management fee of 2.75 percent of Cash Available for 
Distribution plus a performance-based fee that is paid if Cash Available for Distribution 
of the Partnership is greater than $0.70 per unit annually. There are no acquisition or 


divestment fees paid to Taylor Management Company Inc. 


For a complete description of the Partnership’s corporate governance practices, please see 
the Partnership’s Annual Information Form for the year ended December 31, 2004, dated 


as of February 1, 2005, and which is available for review on SEDAR at www.sedar.com. 
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Macleod Dixon LLP, Calgary, Alberta 


Auditors 
KPMG LLP, Calgary, Alberta 


Bankers 
RBC Royal Bank 


Canadian Western Bank 


Investor Relations 

2200, 800-5th Avenue S.W. 
Calgary, Alberta T2P 3T6 
Tel: (403) 781-8181 

Fax: (403) 777-1907 


Website 
www.taylorngl.com 


2004 Annual Report TAYLOR NGL Limited Partnership 


ANNUAL GENERAL MEETING 


The Annual Meeting of the Taylor NGL 
Limited Partnership will be held on 
Wednesday April 27, 2005, at 8:30 a.m. 
at the Telus Convention Centre, 
120-9th Ave. S.E., Calgary, Alberta. 


All unitholders are invited to attend. 
Those who are unable to attend are kindly 
requested to sign and return their proxies 
as soon as possible. 


Designed / Produced by Merlin Edge Inc. 
www.merlinedge.com 
Printed in Canada 


Officers and Directors 


lan D. Bruce, a director since 1996, is President and Chief Executive Officer 
of Peters and Co. Limited, an investment firm that specializes in under- 
writing and advisory services for the oil and gas industry. Mr. Bruce 
resides in Calgary, Alberta. 


James W. Davie, a director since 2003, has had an extensive career in the 
investment banking industry and is currently an advisor to, and director 
of, several companies. Mr. Davie resides in Toronto, Ontario. 


Hugh A. Fergusson, a director since January 2005, is recent- 

ly retired from Dow Chemical Company after a 26 year career, during 
which he held various executive positions. Mr. Fergusson resides in 
Calgary, Alberta. 


Walentin (Val) Mirosh, a director since May 2003, is currently Vice President, 
NOVA Chemicals Corporation, and President, Olefins and Feedstock. 
Mr. Mirosh resides in Calgary, Alberta. 


Donald J. Nelson, a director since May 2003 and Chairman 

of the Board since 2004, has had an extensive career in the oil and gas 
industry and is currently an advisor to, and director of, several energy 
companies. Mr. Nelson resides in Calgary, Alberta. 


Barry O’Brien, is Secretary and Chief Financial Officer of 

Taylor Gas Liquids Ltd. and Taylor Management Company Inc., the 
manager and administrator of the Partnership. Mr. O’Brien resides in 
Calgary, Alberta. 


Robert J. Pritchard, a director since December 2000, is President and Chief 
Executive Officer of Taylor Gas Liquids Ltd. and Taylor Management 
Company Inc., the manager and administrator of the Partnership. 

~ | Mr. Pritchard resides in Calgary, Alberta. 


David J. Schmunk, is Chief Operating Officer of Taylor Gas Liquids Ltd. and 
Taylor Management Company Inc., the manager and administrator of the 
Partnership. Mr. Schmunk resides in Cochrane, Alberta. 


Kenneth D. Taylor, a director since 1996, is Chairman of Global Public 
Affairs Inc. in Ottawa and New York. Mr. Taylor resides in New York, 


New York. 


TAYLOR NGL Limited Partnership 


2200, 800 - 5th Avenue S.W. 
Calgary, Alberta 
T2P316 
Tel: (403) 781-8181 
Fax: (403) 777-1907 
www.taylorngl.com 


